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ANNUITY PROBLEMS TODAY t 
By Henry H. Jacxson* 


In the 1944 World Almanac just off the press, we have in reality a 
voluminous year book for 1943 from the American point of view. In it 
annuities are not indexed. In Great Britain a society for the diffusion 
of useful knowledge sponsored a similar publication beginning in 1828. 
The index for the first fifteen volumes, published a hundred years ago, 
lists ten or twelve entries relating to this important subject. Surely a 
century later the American public had incentives enough to be thinking 
in terms of annuities. The overwhelming majority of the employees of 
the nation are being taxed out of every payroll to provide retirement 
annuities from the Government for themselves and their spouses. 
Members of our armed forces now carry $100,000,000,000 of Govern- 
ment insurance, the proceeds of which are all payable under some form 
of annuity settlement. The insurance feature of Social Security in- 
volving all of $50,000,000,000 more is likewise to be settled through 
annuity payments. 

Statisticians will tell you in their startling fashion that in 1943 in 
the United States, assuming an even distribution of births throughout 
the year, a baby was born every ten seconds. Probably no one has told 
you that American mothers sing as a lullaby, 


“There, there, my precious cherub, 
Don’t you cry; 
You'll be an annuitant 
By and by.” 


But even if they did seek thus to assuage infant woes, the maternal 
exaggeration would fall well within the normal limits of poetic license. 
And as evidence that the prospect of bliss and longevity thus suggested 


* Henry Hollister Jackson, M.A. (Yale), F.A.S., F.AIA., P.CAS., ts 
Vice President and Actuary of the National Life Insurance Company, 
Montpelier, Vermont. He is Past President of the American Institute 
of Actuaries and of the Home Office Life Underwriters’ Association. 
Among his papers dealing with actuarial, underwriting, and related 
problems may be mentioned Individual Reserves and Kindred Delusions, 
an address delivered at the annual meeting of this Association December 
28, 1988.—EDITOoR. 

} This paper was prepared as a result of Mr. Dickinson’s courteous invitation 
to supply recent data on annuity operations, with special reference to the past 
five years. Before preparing it, I had no opportunity to read the apers by 
Messrs. Dickinson and Elliott, although a brief, tentative outline of t paper 
was graciously sent me. In ence, there may be some needless repetitions 
in the present paper, since I felt the necessity of indicating, from my own point 
of view, certain trends and practices underlying current annuity experience. 
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is no mean one, I would remind you that the 1937 Standard Annuity 
Table as extended to age zero in 1939, would give baby girls who are 
to enjoy annuities the handsome present of an average after-lifetime 
amounting to 73.24 years! And even the Standard Annuity Table is 
not today believed to protect adequately the grantors of annuities 
against still further improvement in the mortality of this notoriously 
long-lived group. 

But why in Great Britain should public interest in annuities have 
anticipated that on this continent by such a span of years? For one 
thing, the British Government for centuries before that had been raising 
money through the sale of life annuities on terms which for a private 
corporation would have proved absolutely ruinous. Even in the 18th 
century, for example, an annuity of £100 payable annually until the 
death of the last of three original payees could be purchased, regardless 
of age, for the modest sum of £1200. Even when these fabulous rates 
were revised to recognize the age of the annuitant, a single mortality 
table without distinction as to sex and well known to be redundant for 
insurance purposes was adopted as the preposterous basis for new rates. 
If ancestors of yours had been among the happy purchasers at such 
bargain prices, you would, in modern parlance, have required no sales 
pressure to make you annuity conscious. 

For another thing, the British nation was approaching something 
like a stationary population, with its consequently relatively high pro- 
portion of persons advanced in years, long before such a condition was 
even dreamed of in America. Then again, the very considerable number 
of retired civilian, military, and naval servants on reduced pay helped 
to bring home to the British public the importance of annuities, while 
on this continent pioneers were still reaching out for new frontiers, 
doggedly determined to die in the harness. Besides, sharp class distinc- 
tions certainly had some bearing. The best of those with means did 
feel a special responsibility for aging servants and frequently exhibited 
it through annuity provision, so that many pensioners of this type 
must have existed in England before there were any in this country. 
It is little wonder, then, that annuities were well known, were supplied 
by private enterprise, and were frequently referred to in literature across 
the Atlantic long before they became a matter of general interest here. 

Says the British year-book, to which I have referred, for the year 
1832, “Many respectable private associations have long existed for the 
purpose of granting or purchasing annuities of all descriptions; and 
the terms upon which the business is conducted by these offices have 
usually been characterized by fairness towards the public, while, at the 
same time, regard has necessarily been had to the safety and profit of 
the establishments.” 

Before that date, then, this fact was well recognized: When the 
grantor of annuities is a private corporation instead of a government, 
its successful operation depends not merely on popularizing the product 
by granting an attractive return. No company offering annuities can 
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do so successfully unless it charges rates fully adequate for the complete 
performance of its obligations. It must not depend upon its general 
taxing power in the future for continued contractual payments to old 
annuitants who seem intent on living up to Byron’s cynical comment 
that they “never die.” Annuity business of this kind will be successful 
only if annuitants are well served and the company, broadly speaking, 
suffers no substantial loss on the business. 

In the United States and Canada, annuities under private enterprise 
are offered almost exclusively by life insurance companies chartered to 
deal with transactions involving life contingencies but primarily intended 
to supply life insurance in its many forms to a public now keenly 
interested in the advantages (the necessity, one might almost say, under 
our economic conditions) of protection against premature death. A high 
proportion of this business is provided by companies either purely 
mutual or so conducted by force of competition, of charter provisions, 
of supervisory restrictions, or of self-imposed restraint, that for practical 
purposes they may be fairly regarded as essentially non-profit organiza- 
tions. Such a company once soundly established, with ample margins 
of safety, in the life insurance business is in a position, without sub- 
stantial increase in overhead expenses, to undertake the additional 
responsibility of supplying life annuities, and as a non-profit organiza- 
tion it will naturally attempt to supply them at as close to actual cost 
as is humanly possible. Indeed, through the increased volume of business 
and of total assets thus available, and through the balance thus intro- 
duced in undertaking hazards of an antithetical nature, the condition 
of the company may actually be strengthened by the introduction of 
this broader field of coverage. 

It has been suggested that it would be far better if a company 
selling insurances and annuities would split itself into two distinct 
organizations with complete segregation of funds and accounts. Such 
a suggestion, in my opinion, disregards the very substantial increase in 
expenses which would result if every single department within the 
company and every single branch office or agency office were thus sub- 
divided. It is because all types of contracts involving life contingencies 
can be advantageously handled together that companies organized solely 
to do an annuity business have never occupied an important place in 
our economy. Furthermore, annuities themselves are so varied in type 
and the insurance contracts give rise to so many different funds, great 
numbers of which are themselves annuity funds, that any such break- 
down into separate accounts and segregated funds once begun would 
have no logical end. 

It would be a mistake, however, to assume that the granting of 
annuities, even when conducted by a firmly established life insurance 
company, can in these days be anything but a decidedly hazardous 
business. In dealing with the risks and problems, it will be convenient 
first of all to consider single premium immediate annuities, although 
in some ways these present less serious difficulties than certain other 
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types to be referred to later. It is worth while to observe some of the 
reasons which at first blush may seem to make this particular type of 
annuity business pretty simple. To be sure, computation of an annuity 
rate is not conducted in the manner assumed by most American courts 
and lawyers, that is, by ascertaining the expectation of life and finding 
the corresponding annuity-certain, although even this hoary fallacy is 
steadily coming closer and closer to the truth as the net rate of interest 
earned approaches nearer and nearer to zero percent. However, the 
actual mathematical process involved in the computation of annuity 
rates is delightfully simple and for the ages ordinarily involved in such 
transactions remains delightfully simple even when two or three lives 
are involved. The net premium required for an ordinary immediate 
annuity may be accurately computed to the penny by any intelligent 
actuarial clerk according to a prescribed mortality table at a specified 
interest rate. 

The requisite margin above this net single premium to cover commis- 
sions, taxes, and the assumed overhead expenses of handling throughout 
the course of the benefits is again, mathematically speaking, very readily 
determinable. Furthermore, the nature of the single premium annuity 
business removes part of the hazard which lies in any attempt to forecast 
the prevailing rate of interest over a long period. This is because the 
great bulk of such business is entered upon at the high ages not far, 
on the average, from age sixty-five. As a result, half the business issued 
this year will probably be off the books in less than fifteen years and 
the remaining half will, under the original assumptions, represent 
reserves only 25% or 30% of those initially set up for the entire year’s 
issue. Thus the annuity enterprise as far as the interest assumption 
is concerned offers the sharpest possible contrast to premium-paying 
insurance business under normal conditions, where if a particular large 
block of business were cut off as of January 1, 1944, the reserves thereon 
would increase for years and might easily stand at the ’44 level eighteen 
or twenty years hence. I seem to be proving, therefore, that single 
premium immediate annuities offer no serious actuarial problem. The 
layman might think it easy enough under these circumstances to assume 
a rate of interest safe for the company and fair to the annuitant and a 
rate of mortality reasonably close to that likely to be experienced. Cer- 
tainly if the rate of interest were believed to be nearly or quite stable 
and the history of mortality among annuitants supplied a safe basis 
for future operation, such would indeed be the case. 

Unfortunately for the grantors—and for the purchasers too—neither 
the assumption of stable interest nor the assumption of stabilized 
mortality can be relied upon by the actuary. It is a familiar fact to 
all students of insurance that the net rate of interest earned by the 
North American companies on mean ledger assets has pretty steadily 
declined during the last ten years and few, I suppose, would be rash 
enough. to prophesy the duration or the extent of seemingly inescapable 
further declines. 
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It should be obvious, however, that the mean rate of interest earned 
by a particular company in days of declining interest rates is not a 
proper basis for the interest assumption to be adopted in determining 
new immediate annunity premiums. That rate reflects the advantage 
of all earlier investments held over from happier investment days. The 
only safe assumption as to interest which an actuary can conscientiously 
recommend for his company would appear to be the rate which today 
can be realized promptly through investment in the highest grade of 
bonds running for a term roughly representing the average life of the 
annuities now being booked. Strictly speaking, the assumption should 
be a shade below this available rate to provide at least a modest margin 
for unfavorable contingencies and for any overhead expenses not ade- 
quately covered by “loading.” For example, five years ago it would 
have been impossible to foresee that a federal income tax on insurance 
companies would be assessed in such a way that for 1943 all net interest 
income would thereby be reduced by approximately .1%. Even if one 
chooses to regard this tax as a general franchise tax, net interest earn- 
ings of, say, 3.3% in a particular company would nevertheless become, 
for all practical purposes, 3.2%. 

Unfortunately, the hazard presented by declining interest returns is 
further complicated by dubiety concerning the appropriate mortality 
table to be employed in annuity calculations. As the history of mortality 
investigations reveals, improvement in mortality among annuitants from 
generation to generation appears to outstrip the stiffening of rates 
estimated to provide for it. And now, in particular, when we read of 
plans for the post-war world we are assured that medical science in 
that golden age will learn how to cope much more successfully than 
ever before with such diseases of advanced life as cancer and those of 
the cardio-vascular-renal group. Obviously, if these dreams of new 
medical triumphs—which, after all, are but an extension of genuine 
triumphs actually achieved in our day—should be realized, hazardous 
would become too mild an adjective to employ in describing the 
annuity business. 

Quite apart from these unknown and imponderable hazards of the 
future, there indubitably exists the hazard of annuitant selection. This 
has engaged the skillful attention of many an actuary in Great Britain 
and in the United States and Canada. For my immediate purpose, a 
minute examination of the results of these investigations and of the 
ingenious devices employed for measuring the intensity of such selection 
would serve no useful purpose. It is enough to state that annuitants 
as a class enjoy exceptional longevity as compared with that of the 
total population in their age groups. Doubtless this is accounted for 
in part by the fact that they are well-to-do. Certainly it is accounted 
for in part by the fact that they believe themselves in excellent physical 
condition when they part with large sums of money in exchange for 
future stipulated payments. Those who sell annuities like to believe— 
and certainly I can furnish no statistics in contradiction—that the 








10 THE AMERICAN ASSOC. OF UNIV. TEACHERS OF INSURANCE 


mere fact of having provided themselves with an income “as sure as 
you live as long as you live” induces a delightful peace of mind which 
is simply bound to promote length of days. 

An increasing realization of the hazardous nature of this undertaking 
has been in part responsible, as unquestionably the change in mortality 
rates and interest rates has been primarily responsible, for the very 
great change in single premiums for annuity contracts required by 
insurance companies in the Twentieth Century. The nature of these 
changes has already been indicated in another paper, and my own 
report is deliberately limited to current years. Yet in this connection 
the changes from the middle of 1938 to the middle of 1943 may be 
illuminating. For convenience, the rates of twenty representative com- 
panies in the United States and Canada contributing data to the 
actuarial study of current annuitant mortality referred to in the paper 
by Messrs. Dickinson and Elliott were accepted as typical. For present 
purposes an average of these representative rates is sufficiently indicative 
of the changes in question. On this basis it appears that for every 
$1000 invested in annuities in 1938 by a man aged sixty, $1179 would 
be required in 1943 to give the same return at the same age. The 
corresponding figure at 65 is $1173 and at 70, $1167. Roughly speak- 
ing, these same ratios would apply to women five years older. Since the 
great bulk of immediate annuities are issued at these ages, the increase 
in rates charged by companies in the United States and Canada during 
the five-year period may fairly be taken at approximately 17.5%. 

Thus the salesman urging a prospect in 1938 to buy that annuity 
now and avoid a probable increase in rates amounting to 3.5% per 
annum would not after all have been drawing the long bow. 

Convenient tabulations of total annuity premiums of all sorts in 
United States companies indicate that they were running at a surpris- 
ingly stable level of roughly $275,000,000 in the late 1930’s, rising 
close to the $300,000,000 mark in 1940, but dropping to an average 
slightly under $250,000,000 in 1941 and 1942. Presumably, however, 
premiums on pension trust plans (to be described later), that is, on 
insurance contracts primarily designed to furnish annuities, made up 
most or all of the difference. This is a remarkable record when viewed 
in the light of vastly increased income taxes and the huge volumes of 
defense bonds and war bonds sold in the 1940’s. I think this conclusion 
is justifiable: When yields on sound securities are low and when con- 
sequently the investment opportunities of a life insurance company 
are at their worst, the demand for extremely high premium types of 
insurance, and particularly for single premium annuities, almost in- 
variably goes up. This must be added to the hazards of the annuity 
business already enumerated. 

The hazardous nature of the annuity business then might appear to 
be a sufficient reason for issuing all single premium annuities cn a 
participating basis with extremely conservative assumptions as to mortal- 
ity, interest, and expense. This expedient has been resorted to by a 
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few excellent companies and it would be rash indeed to assert that it 
will not be the almost universal basis employed a few years from now. 
It may, therefore, be worth the student’s while to consider some of the 
reasons which have deterred the great majority of companies from 
adopting this practice. 

There are difficulties from the point of view of the annuitant. He 
(more frequently she) desires to obtain the maximum guaranteed life 
income available from certain funds. In the participating annuity the 
return is rather drastically cut, whereas the amount of participation 
is utterly unpredictable. 

From the point of view of the company the difficulty is at least as 
serious. Early apparent gains may be offset or more than offset by 
subsequent losses which there is no chance to recoup if dividends have 
been distributed on the basis of current gains. If, instead, current 
gains are set aside as a special reserve against possible future losses, 
we are reverting to some of the problems and possibly to some of the 
dangers inherent in the old tontine system of life insurance. But more 
important still, there is a basic difficulty. 

Annual premium life insurance sold on conservative assumptions 
with presumably ample margins in at least three directions constitutes 
what the younger generation designates as “a natural” for the applica- 
tion of the participating principle. Reserves will continue to increase 
on the issue of any particular year over a very long pericd. Gains and 
losses may fluctuate widely from year to year, but with the influx of 
new premiums will not jeopardize the company even if dividends, as 
apparently currently earned, are distributed on a generous basis. And 
these dividends are paid precisely to those persons who, through their 
continued premium payments, their share in the company’s funds and 
the company’s risk, and their vitality are directly responsible for the 
fact that there is distributable surplus. But the annuity business is 
almost the exact antithesis of life insurance. Any distributable surplus 
based on excess mortality will be divided among the group who, taken 
by themselves, are subjecting the company to a serious loss in mortality 
through their inconsiderate failure to supply their proper share of 
“reserves released by death.” In one sense there is no breach of equity 
whatever through the payment of annuity dividends to the class not , 
producing the annuity surplus, since from the nature of the case such 
must at the outset be the understanding of both parties to the partici- 
pating contract. The point may nevertheless be worth making to indicate 
another of the -difficulties in establishing a satisfactory basis for the 
writing of single premium participating annuities. 

Another difficulty, trivial but not to be entirely disregarded, arises 
from the fact that an annuity premium substantial enough today to 
seem likely to support modest but reasonable participation may. in a 
few years, prove lower than a non-participating premium which the 
same company would then feel justified in quoting. It has occasionally 
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been necessary for insurance companies to treat certain classes of business 
contractually participating as entitled te no dividends under certain 
circumstances. Such a situation, however, is always regretted by the 
issuing company and frequently resented by the purchasers even when 
the fact can clearly be demonstrated that on a non-participating basis 
their original purchase in the light of subsequent events was made at 
bargain prices. These are among the considerations which have led 
most of the companies issuing annuities on this continent, in spite of 
the hazards of the non-participating basis, to prefer that to the proposed 
remedy of participation. 

Everything outlined concerning the hazards incident to the handling 
of single premium annuity business is applicable with a greater intensity 
when provision is attempted for individual annuities guaranteed to 
commence at some future and possibly quite remote date. In this 
country, at least, deferred annuities, seldom on anything but the annual 
premium basis, were extremely rare only one generation ago. Indeed, a 
true annual premium deferred annuity—if that be defined as a contract 
issued for the sole purpose of providing a life income of specified amount 
beginning at a specified future date, without cash values, with no option 
available when the first annuity payment falls due, with no guaranteed 
number of annuity payments, and with the only non-forfeiture benefit 
a paid-up deferred annuity of reduced amount—is no more popular 
now than then. The reasons for this lack of popularity may perhaps 
be sufficiently deduced from the definition supposed, although one fact 
implicit in the definition might be overlooked by the unwary. This is 
the fact that accumulations at a conservative rate of interest, even with 
the benefit of survivorship, do not make the total accumulations—put 
beyou< the reach of the prospective annuitant and subject to total loss 
in case of death—look very attractive when the benefit of survivorship 
is based on the exceedingly low rates of mortality experienced at the 
comparatively low ages of this distinctly select group. Companies offer- 
ing this service in earlier days, and occasionally perhaps still offering it, 
may feel justified in assuming that ultimate instead of select annuitant 
mortality will be effective once annuity payments begin. As a result, 
such a contract probably does offer a genuinely attractive retirement 
income in return for the annual premiums charged. But the hesitant 
applicant is seldom sure enough of this fact to complete the purchase. 

To overcome this perfectly natural hesitation, the companies have 
gone far—perhaps too far—toward removing possible grounds for it. 
Retirement annuities as offered in recent years bear various names and 
differ materially in benefits, but a description of one popular type will 
give a reasonably fair idea of most of them. Such a contract, then, is 
made up of two distinct sections with a sharp line of demarcation 
between them at what may be conveniently termed the maturity date: 
the premium-paying period (ordinarily, though not necessarily, identical 
with the period before maturity), and the annuity-paying period begin- 
ning at the date of maturity. Before the maturity date, life contingencies 
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are conspicuous by their absence. From the net annual premiums a 
sinking fund is built up at an assumed attainable rate of interest, 
normally with participation but without the benefit of survivorship. This 
fund is returnable at death, with the frequent provision for return of 
premiums if greater, and may be withdrawn in cash on any anniversary. 

At the maturity date, the life income will normally begin and will 
be guaranteed to be for such an amount as the guaranteed cash value 
will provide at predetermined net single premium rates. My discussion 
of single premium annuities has been poor indeed if it has failed to 
indicate at least some of the difficulties confronting one who attempts 
to set a fair price on a life income purchased today. Obviously the 
difficulties are considerably intensified when that optional purchase is 
to occur not today but perhaps twenty, forty, or in extreme cases sixty 
years hence. This life income, to cite a typical example, is linked with 
a ten-year certain guarantee, probably with participation during the 
certain period. The charge must be based on the assumption of careful 
selection by the annuitant since the transfer from premium-paying to 
annuity-paying is not automatic. The purchaser may exercise at the 
maturity date one of several options, including withdrawal of the matur- 
ity value in cash and not infrequently the election of a different type of 
annuity or even the continuance of premium payments for a further 
period with new options available at the thus-deferred “maturity date.” 

The hazards of writing these retirement annuities are not more 
apparent than real, particularly if interest trends on suitable invest- 
ments are distinctly downward. For a long term of years, reserves on 
present issues will swell and swell. Throughout that period, likewise, 
the issuing company is putting itself, so far as these contracts are con- 
cerned, quite distinctly into the banking business, through the potentially 
very heavy cash or loan demands implicit in the contracts. 

As if a poor actuary were not sufficiently harassed by trying to ascer- 
tain whether his company is justified in offering retirement annuities 
at all, and if at all at what rates, and on what basis dividends should 
be allotted to outstanding contracts of this class, and on what basis 
arnuity-paying contracts arising therefrom should be valued, and in 
trying to find a reasonable reply to similar questions so far as they are 
applicable to single-premium annuities, nearly every company almost 
without realizing it long ago got into the annuity business by guarantee- 
ing future annuity rates in connection with some or all of its insurance 
contracts. There was much justification for the contention that bene- 
ficiaries in many cases would be better served by sharing some of the 
insurance companies’ investment facilities than by having insurance 
proceeds in a lump sum turned over to their inexperienced care. Here 
again, the company was asked to undertake some of the functions 
normally belonging to a trust company. But if funds were to be held 
for the beneficiary at interest or were to be paid in instalments certain, 
it seemed even more consistent with the fundamental purposes of an 
insurance company to make them payable on a life annuity basis, 
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usually with a term-certain. I have before me a rate book of thirty-odd 
years ago in which the term-certain available for election might be ten, 
fifteen, twenty, twenty-five, thirty, forty, or fifty years. At that time, 
in the opinion of many insurance executives, 3% represented a highly 
conservative interest assumption. In consequence, many excellent com- 
panies were so “consistent” as to adopt, for purposes of mortality, in 
guaranteeing an annuity rate, the American Experience Table, which 
even then was known to be abundantly redundant for the computation 
of insurance benefits! The basis for the annuity benefit was further 
made consistent with the basic insurance contract by assuming :dentical 
mortality for men and women. 

The incredibly illogical logic of such consistency is well-nigh in- 
explicable on many counts. For one thing, the experience of British 
Government annuities, sold at rates based on a redundant insurance 
table, had been investigated and the painstaking result of that actuarial 
study had been published for all the world to ponder. It was well known 
that those annuities computed according to the Northampton Table 
would have proved ruinous to any private enterprise not possessed of 
a taxing power to recoup its losses. Then again, it was a familiar fact 
that life insurance a generation ago, even more than today, was written 
in overwhelming proportion for the protection of female beneficiaries. 
Yet the superior longevity of women annuitants in comparison with 
that of men was recognized even in the British Almanac article of my 
opening paragraph and has been re-emphasized through actuarial studies 
conducted at frequent intervals from that day to this. I suppose the 
only conceivable explanation must be that most insurance executives 
regarded this particular settlement option as a mere taiking point in 
competition. Provision for the settlement of insurance proceeds through 
income to the beneficiary was at that time extremely rare. Who would 
have predicted in 1910 that on claims arising a third of a century later, 
many companies would be settling 40% or 50% of the proceeds (65% 
in one company) through other than lump sum payments, a great 
many of them involving life contingencies; and that the proportion of 
such settlements would appear to be consistently rising from year to 
year? Indeed, in some companies, supplemental agreements providing 
for instalment settlements are included today in as high as 40% of 
the new issues. 

The attractiveness of the particular option immediately: under dis- 
cussion may be inferred from the fact that a woman aged 70 today 
would find the cost of a non-participating refund annuity of $100 
annually standing in many reputable companies at about $1700. In 
several of these very companies the same woman, if she happened to 
be the beneficiary under a $1000 thirty-year old policy now maturing, 
could get more than $100 annually for life, with at least ten payments 
guaranteed—roughly equivalent to the refund feature, with possible 
participation in surplus interest thrown in. For a much younger bene- 
ficiary, when the influence of compound interest is increasingly potent, 
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the discrepancy between what is now deemed safe and what was then 
imprudently guaranteed is even more astounding. 

If I seem to be unduly emphasizing insurance options in a paper 
purporting to discuss annuity rates, I must plead as an excuse the vast 
volume of outstanding guaranteed annuity rates concealed in the settle- 
ment option provisions of scores of billions of dollars of insurance now 
on the books. But I have another reason for emphasizing this feature. 
However genuine the wish of a prospective insurance buyer might be 
to protect his dependents, agents early learned that his coveted signature 
on the application could very often be more readily obtained if he 
could be shown the possibility of personal advantage in the transaction. 
Endowments with options providing old-age benefits became increasingly 
popular, and out of these developed a handy combination contract 
differently christened in different companies but conveniently described 
as “Endowment Annuity,” where what started out to be insurance of 
$1000 was transmogrified at a convenient retirement age like sixty-five 
into “instalments ten-years sure and continuous” of $10 monthly for 
the insured. Naturally there would be no magical coherence between 
a $1000 unit and a $10 income but it made a delightfully easy talking 
point for the agent, and the requisite “maturity” value to produce the 
desired income could be built up through sinking fund methods beyond 
the date when all genuine insurance coverage ceased. When in the 
interest of prudence the requisite maturity value to provide income 
had to be increased, the disparity between the initial face amount and 
the maturity value made the combination a little ridiculous and pro- 
duced results sometimes not very readily distinguishable from the type 
of retirement annuity devoid of insurance benefits previously described. 
Various modifications to make the distinction more apparent and in- 
cidentally to bring the Endowment Annuity more in line with the 
ordinary Endowment Contract from which it had been developed need 
not be detailed here. I do wish to re-emphasize the point already 
mentioned in passing that there is no sharp line of demarcation between 
annuities with an insurance element and insurances with an annuity 
element ; and, consequently, that any attempt to run the two branches 
of the business as perfectly distinct entities would fall down in the 
field and in every single department of the Home Office. Above all, 
any attempt within the investment department at segregation of pure 
annuity funds from pure insurance funds might delude some but would 
enlighten nobody. 

One excuse for the discussion of Endowment Annuities may be found 
in the increasing emphasis quite recently placed on pension trust cases 
whereby a corporation wishes to provide, through individual contracts 
bought from companies as “ordinary” insurance, retirement incomes to 
specified classes of employees. These prospective pensions very fre- 
quently are linked with insurance protection. The Endowment Annuity 
is doubtless the most popular form of contract employed by the pension 
trusts of these corporations in arranging the entire plan. 
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By appropriate legislation, the Federal Government has shown its 
sympathy with such schemes by granting important tax exemptions to 
the corporations setting them up in good faith, subject to broad require- 
ments as to a socially desirable basic formula for the benefits and as 
to reasonable inclusiveness of employees thereunder. Here, then, are 
guaranteed retirement annuities once more, although generally written 
under insurance plans. This new field has its special attractions but 
may prove to be not without special hazards. An extremely well- 
informed Board of Trustees in a corporation will have authority at the 
maturity date to make whatever election under the individual contract 
then appears to be most advantageous for the employee about to be 
retired. In a large case, too, such a Board might make cash demands 
on the insurer through wholesale loans or wholesale surrenders at a 
critical or at least embarrassing moment. 

Quite a bit of random talk has been indulged in concerning the 
prospective high mortality of American men of the business world once 
their familiar routine of employment ceases to engage their daily 
attention. Worn out in our high-tension industrial machine (so this 
wishful thinking goes) such men are almost ready to expire when it is 
time to retire. In connection with this charming line of reasoning, 
devised for Home Office consumption by I know not what prosperous 
brokerage or pension firms, goes the consoling corollary that what goes 
down must come up and that consequently the high interest rates of 
the past will serve as well as anything as an index for the interest 
rates of the future. If by such optimism any company today is inclined 
to guarantee wholesale retirement annuity rates in pension trust cases 
on @ more generous basis than it thinks it can safely employ in the 
computation of immediate annuity rates, we poor pessimists can but 
remember the history of early British annuities and of every ill-advised 
annuity scheme indulged in from that day to this, not excluding that 
where a university, without benefit of actuaries and without any annuity 
experience whatever, obtained coveted real estate or immediate funds 
and soon found itself saddled with disastrously expensive guarantees of 
life benefits which would be conservatively valued far beyond the most 
generous appraisal that could conceivably be put upon the immediate 
acquisitions obtained in exchange therefor. 

Companies engaged in group annuity business, and therefore par- 
ticularly well qualified to know its hazards from experience, have been 
in some measure responsible for stimulating the enthusiasm on the 
part of corporations for pension trust cases by taking a very realistic 
view of investment trends and annuitant mortality. That is, sharply 
increased group annuity rates have led at least 6000 corporations to 
seek a substitute through the purchase of individual policies under 
pension trusts. The group annuity business is beyond the scope of this 
paper and of my first-hand experience, but it should be said in passing 
that the contracts of this nature employed in recent years may well 
serve as a model for those engaged in the hazardous business of guar- 
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anteeing future annuity rates in any field. These modern contracts are, 
by their terms, subject to review and revision at frequent intervals, so 
that too optimistic assumptions provisionally laid down can be offset 
by correspondingly conservative readjustments of future benefits obtain- 
able from the premiums subsequently payable. 

A somewhat similar scheme of revising basic assumptions in connec- 
tion with future annual premiums on individual annuity contracts is 
now in actual operation. This experiment which, for practical purposes, 
amounts to the use of each annual premium as it falls due to purchase 
a deferred annuity with the proper rate basis for such purpose to be 
re-determined as additional premiums are paid may indicate for all of 
us a better way to enter into future commitments on retirement annuities 
without jeopardy to other classes of buyers. 

In the writing of both retirement annuities and immediate annuities, 
the Canadian Government has clearly demonstrated how a private insur- 
ance company cannot operate. The Government is today granting 
annuities to Canadian citizens on a guaranteed interest assumption of 
4%. This rate must seem sufficiently attractive to Canadians who are 
at the same time buying Canadian victory loans yielding a 3% return. 
About two-thirds of these Government annuities, from the latest report, 
are still on the deferred basis—that is, are 4% sinking funds. Under 
present interest levels only one result is possible. In the report of 
annuity funds annually submitted appears the recurring item, “amount 
transferred to maintain reserve.” Considering the fact that total funds 
at the end of March, 1943, exceeded $170,000,000, the transfers thus 
required from year to year are ordinarily rather insignificant in amount, 
although in an extreme case for the fiscal year 1937-8, when apparently 
a very substantial change in reserve basis was deemed expedient, the 
transfer (i.e., the subsidy) exceeded 50% of all other receipts credited 
to the fund, including interest. I infer that in addition to these 
recurring costs the whole expense of transacting the business is borne 
by the Government. 

The philosophy behind any issue of Government annuities, however 
designated and however conducted, is familiar to all of us in this age, 
and doubtless any Government is justified in paying money to promote 
habits of thrift among its people. It is particularly noteworthy of the 
Canadian scheme that the class purchasing annuities must likewise be 
the class paying a comparatively high proportion of all Dominion taxes. 
Nevertheless, the Government deemed it expedient in 1931 to reduce 
the maximum annual income purchasable by an individual to $1200. 

In a discussion primarily devoted to current annuity problems it 
has been necessary to digress occasionally into ancient history, but in 
dealing with the vast subject of mortality studies among annuitants 
I must avoid this temptation. In another paper, reference has been 
made to the year-by-year analysis of this subject conducted by a special 
committee of the Actuarial Society of America. This investigation has 
been continued through the 1941 anniversaries. The results are of the 
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utmost interest and importance to actuaries. To the general student 
of insurance they are readily available for reference and I need merely 
state that there is nothing in those studies to reassure one who regards 
the annuity business as hazardous. A general decline in annuitant 
mortality has been recorded in each succeeding report. It is perhaps 
surprising to find that annuities for large amounts are giving companies 
less favorable results than the total experience, since large purchasers 
might have been expected to exercise less vigilant self-selection. At 
least this supplies a reason, in addition to that more obviously furnished 
by the dearth of attractive investment opportunities, for the rather 
general practice of limiting the amount of annuity consideration accept- 
able in an individual case. On the other hand, as was reasonably to be 
expected, the buyers of life annuities without any refund feature display 
somewhat lower mortality than those in the refund annuity group. The 
entire experience gives some indication that the five-year setback in 
age accepted under the 1937 Standard Annuity Table to convert the 
mortality of female annuitants to that of males is not quite adequate 
in providing for the extraordinary longevity of the women who buy 
annuities. It may be doubted likewise whether setting back of ages 
(male and adjusted female) one year before entering that Table gives 
adequate protection to provide against the double hazard of self-selection 
and prospective improvement in mortality, particularly in guaranteeing 
future rates. 

In the light of current mortality studies and of well-recognized 
interest trends, the proper valuation of annuities already on a company’s 
books becomes exceedingly important. Here again, a certain current 
Government practice shows what must not be done. In connection with 
Federal inheritance taxes, the United States Government had to set 
up a measure for the value of the life interests so frequently involved. 
That measure as employed in 1944 is the Combined Experience Table 
of Mortality with Interest at 4%. With this as the proper basis for 
Company valuation of outstanding annuities, truly huge gains from 
annuities would be exhibited by the companies every year. Can it be 
that some Government adviser who refused to believe that annuities 
are not computed directly from life expectancies also refused to believe 
that there was any difference between the Combined Experience Table 
published in 1843 as fairly representative of the insurance mortality 
prevailing in Great Britain at that time and modern Annuity Tables? 
Many of the contracts now in force were issued under conditions then 
believed to justify higher interest rates and a less stringent mortality 
table than are now deemed essential. In consequence, one of the most 
noticeable features in recent company experience is the stiffening of 
annuity reserves on old contracts. Since any such transfer from general 
funds to strengthen reserves cannot, as in the case of Government 
annuities, be realized from taxes on the general population, it means 
in every instance a reduction in gains or an increase in losses in the 
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annuity section of the company’s accounts. Such losses in a particular 
year may be very substantial indeed. The Spectator Company has con- 
veniently tabulated, year by year, from published annual statements 
results of recent annuity experience. This tabulation relates only to 
companies domiciled in the United States. It shows for sixty-seven 
ot them a total loss on annuities for the years 1938-1942, inclusive, 
reaching almost $125,000,000 or close to 10% of total annuity premiums 
collected in that period. The severest loss was close to $60,000,000, 
as tabulated for 1942. How much of this loss is represented by a 
conservative strengthening of annuity reserves? 

I have not complete data conveniently available for answering that 
question. Instead, I have referred to complete returns published by 
the twenty representative companies already referred to. These are not 
exactly comparable since 10% of them are domiciled in Canada, but it 
happens that the results would be essentially unaffected if these two 
companies were omitted. For the year 1942 in the exhibit in question, 
annuity losses amounted to just over $54,000,000; whereas increases 
in reserve on account of change in valuation basis slightly exceeded 
$59,000,000. It is a fair inference that a very substantial part, if not 
the whole, of the annuity losses recorded in the last five years represents 
a change to a more realistic reserve basis voluntarily and conservatively 
adopted by the companies themselves with the unqualified approval of 
Insurance Departments. 

Prudential measures promptly taken to prevent recurring annual 
losses from annuities must be regarded in a very different light from 
recurring annual losses regularly experienced. Furthermore, any large 
group of annuities, the reserves on which are now substantially strength- 
ened, do not in themselves necessarily reflect a serious loss to the 
company. If those contracts were issued when interest income was 
comparatively high, the particular investments then available and in 
part quite possibly still held have supplied a yield well above the com- 
pany’s average and may actually have afforded interest gains reflected 
in general surplus sufficient to take care of an important part of the 
reserve strengthening now deemed appropriate. 

Since, however, the whole business of insurances and annuities must 
be conducted on the basis of very broad averages, no actuary today 
would wish his company to be burdened with reserves on annuities, no 
matter when issued, which must, in the aggregate, on the basis of 
current company earnings or current annuitant mortality be a source 
of constantly recurring and perhaps substantial losses. 

It should be remembered that adequate reserves on annuity-paying 
contracts measured in terms of current and reasonably-to-be-expected 
interest and mortality must provide their own investment expense and 
overhead charges if recurring losses are not to be sustained. This makes 
it prudent, for example, to transfer issues originally assuming McClintock 
mortality to some more modern assumption concerning the rate of death 
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among annuitants, and annuities issued on an interest assumption 
higher than that now available on the company’s total funds to a basis 
well within its present interest earning capacity. 

On premium-paying retirement annuities the problem of reserve 
stringency is less troublesome during the premium-paying period, repre- 
senting solely or almost solely a period of accumulation at interest, since 
the gross premium will usually be sufficient to support the accumulation 
on a somewhat lower interest assumption than may have been originally 
adopted. The difficulty here will rather be in the equitable adjustment 
of dividends and in provision for a higher reserve at the maturity date 
than the maturity value will support. When annuity payments begin 
I believe that most companies feel it essential to put up as high a 
reserve as is then being employed for a corresponding immediate annuity 
then issued, since from the nature of the contract, no substantial diminu- 
tion in the successful self-selection by annuitants can be counted on. 
Luckily, such losses will be widely spread and will be experienced only 
on the contracts reaching maturity and going into the annuity-paying 
group. While the loss then on an individual contract may be consider- 
able, it is non-recurring and on participating plans may be judiciously 
offset, at least in part, through sound methods of dividend distribution. 

When the proceeds of an insurance contract are settled under an 
annuity option, the same valuation problem is presented ~nd should, 
in my opinion, be dealt with in precisely the same manner. The loss at 
maturity date differs merely in degree from that just discussed. But, 
as has already been indicated, that difference is acute where the bene- 
ficiary of an old policy receives a life income computed according to 
the American Experience Table. Even a substantial loss of this nature, 
however, if promptly recognized in the manner suggested, is non- 
recurring. And here again, such losses are widely spread in time and 
are sustained by vast volumes of premium-paying insurances outstanding. 

It was once felt that, as a class, beneficiaries taking annuities might 
exhibit mortality very distinct from that of the ordinary purchasers of 
life annuities and much more favorable to the company. This hope has 
also been proved illusory. An important study of exposures in eleven 
companies with large experience in this field between 1934 and 1940 
anniversaries, published in 1941, reflects mortality results even more 
damaging to the companies than the results experienced on direct 
annuity issues. 

However, a genuine distinction may exist between the mortality of 
the beneficiary annuitants who through policy settlement provisions can 
exercise no option in the matter and those who elect such settlements 
when insurance proceeds become available to them through death claims. 
Possibly the next advance in sound insurance practice will be the limita- 
tion of guaranteed annuity settlements to those beneficiaries who, by 
previous action of the insured, must automatically accept the life income 
provision. Other beneficiaries electing to become annuitants will then 
be granted only the same basic rates which the company is employing 
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for the general public at date of claim, with the sole exception that they 
will receive any preferential treatment justified by actual savings in 
company expense through an issue not subject to commissions. 

The fundamental problem appears to be this: Can private enterprise 
in the United States and Canada operate successfully in offering the 
public an annuity service consistent with public needs, reasonably sup- 
plementing vast Federal and Dominion projects and, on the whole, 
placing no serious burden on the insuring public as distinct from the 
buyers of annuities? 

Without attempting to accumulate accurate aggregate figures, I sup- 
pose insurance companies made payments to annuitants on this continent 
during the past year of close to $200,000,000 and guaranteed the per- 
formance of all annuity contracts by reserves approaching $3,000,000,000 
in volume. These reserves in many instances considerably exceeded those 
required under the terms of the original contracts, having been con- 
servatively strengthened beyond the contractual requirements, with the 
hearty approbation of supervising Insurance Departments. Humanly 
speaking, private incomes arising from this source are safe beyond all 
reasonable possibility of loss or compromise. Companies, by co-operative 
effort and by individual industry, are keeping close track of mortality 
and interest trends and are keenly alive both to the obligations and to 
the hazards involved in the business. 

Vast additional amounts of future annuity income are provided for 
through outstanding deferred contracts. In spite of the social nature 
of this business and the fact that nations regard it so favorably as to 
subsidize it when they conduct it themselves, insurance companies 
undertaking it, .ar from being subsidized, are subjected to direct and 
indirect taxes on their annuity funds. Under all the circumstances, 
my private but perhaps not unbiased opinion is that life insurance 
companies attempting to carry on a varied annuity business on an 
essentially non-profit basis have kept total expenses commendably low 
and have performed a public service more broadly and more successfully 
than could have been reasonably anticipated. The record to date is good 
enough to suggest that mistakes of the past will be corrected and that 
the business will continue to be successfully conducted by private 
enterprise throughout the rest of the war period and in what is bound 
to prove the trying post-war era. 











ANNUITIES FOR AN AGING POPULATION 


By Frank G. Dickinson anp Curtis M. Extiorr* 


About one-half the people of the United States own one or more 
life insurance policies which in the aggregate probably account for 
two-thirds of the world’s life insurance. In recent years, American life 
insurance companies have been selling an increasing volume of annuities ; 
in fact, it was the increase in annuity sales that helped to maintain 
the premium income of life insurance companies during the 1930's. 
In the light of the relative unimportance of the annuity business prior 
to the 1920’s, this increasing annuity volume posits some important 
questions. The most important question concerns the profitability of 
annuity operations ; other questions concern the reasons for the increased 
sales of annuities and the place of the annuity business in future life 
insurance company operations. Published insurance reports on annuity 
operations do not yield a satisfactory answer to the question of profita- 
bility, nor do other life insurance publications discuss adequately the 
fundamental issues involved. A general treatment of the status of 
the life annuity business of life insurance companies in the United 
States then seems apropos. 

Until the beginning of the nineteenth century, life insurance was 
concerned chiefly with insurance against the risk of undue longevity. 
The greater part of early actuarial science, enabling insurance companies 
to compute rates on a scientific basis, was developed in connection with 
annuities, early insurance against the risk of premature death being 
conducted largely on a crude empirical basis.’ This is an interesting 
fact, because present life annuity transactions by life insurance com- 
panies, especially in the United States, are definitely subordinate to 
contracts involving risk against premature death, even though the sales 
of life annuities have increased tremendously in the last twenty years. 

After 1925 the sales of life annuities by insurance companies in the 
United States began to increase markedly. The premium income for 
annuities in 1923 amounted to $18 millions; by 1930, the amount had 
risen to nearly $108 millions. In this same period premiums for life 
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insurance increased from about $1,900 millions to $3,400 millions. In 
other words, the percentage of annuity premiums to total life insurance 
and annuity premiums was nearly 1 per cent in 1923 and 3 per cent 
in 1930. 

After the stock market crash, a second phase of annuity purchasing 
began. In 1931, $184 millions in annuity premiums was received by 
insurance companies. In 1932, the volume of annuity business increased 
despite the decreased life insurance sales. On an average in 1932 annuity 
premiums amounted to 5.4 per cent of total premium income for all 
legal reserve companies selling life insurance. This percentage would 
be higher if it were computed for companies selling annuities and life 
insurance and excluding those which sell life insurance only. 

The year 1933 closed with a 40 per cent increase in annuity premiums 
over 1932. Likewise the percentage of annuity premiums to total 
premiums of life insurance and annuities rose to 8 per cent. In 1935 
the total premiums for annuities hit an all-time high. Furthermore, 
1934 receipts for annuities topped 1933 by over 50 per cent; the year 
1935 showed an increase of about 25 per cent over 1934. Since the 
peak in 1935 the percentage of annuity premium income to total pre- 
mium income has ranged between 10 and 13 per cent. In 1939 the 
life insurance companies received a total of $394 millions for annuities 
as compared with $108 millions in 1930, $11 millions in 1920, and 
$6 millions in 1910. (The totals for the years since 1938 are shown in 
Mr. Jackson’s article; he choose to exclude group annuities from most 
of his data.) 

The sale of annuities has not been confined to a few companies. In 
1932 almost twice as many life insurance companies were selling annu- 
ities as in 1925, and by 1939 the number was more than double the 1925 
figure. The increasing popularity of annuities led more companies to 
issue annuity contracts, and a large number of smaller companies which 
previously had written little annuity business expanded their operations. 

Authorities in the field of life insurance have come to hold many 
varied opinions with respect to the effects of these increased sales of 
annuities upon the life insurance business. One opinion, which seems 
to have gained rather wide acceptance, is that future life insurance 
operations may be dominated by annuity transactions. This opinion is 
open to question, especially in view of the fact that the long history 
of annuities has not been favorable to the insurer. As a consequence an 
attempt to determine the causes of increasing interest in annuities, and 
an evaluation of their significance, is justified. 


Factors RESPONSIBLE FOR THE INCREASED SALES 
or Lire ANNuITIES SINCE 1925 


In spite of the many advantages of life annuities, it was not until 
recently that the people of the United States displayed much interest 
in their use. The possibilities of annuities as contrasted with other 
avenues of investment did not appeal to them. For security in old age 
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they depended upon success in a business or profession, accompanied 
by the customary investments in real estate, stocks, etc. Neither the 
public nor the insurance companies were interested in the annuity 
business. Insurance companies made little effort to secure contracts, 
and annuity rates were quoted largely as a matter of form. From the 
point of view of the life insurance companies, the real function of the 
business was to protect individuals against the risk of premature death ; 
protection against the risk of undue longevity was only an insignificant 
minor function. 

Several general developments seem to have been responsible for the 
recent increases in the sales of life annuities. The development probably 
most frequently noted and emphasized is the change in the composition 
of the population of the United States. The extent to which annuities 
are used to provide the aged with incomes is logically related to the 
number of aged in the population: as the number of aged increases, 
the use of life annuities will probably increase ; as the proportion of old 
people increases, the sales of annuities should increase to a degree rela- 
tively greater than that of life insurance sales. Since the population 
of the United States has shown a marked tendency toward an increase 
in both the absolute and the relative number of individuals who survive 
to age 65 and above, and since it seems likely that this trend will 
continue at an accelerating rate for some time to come, it appears logical 
that population changes have produced some of the increased sales of 
annuities in the past and will be responsible to some extent for their 
greater importance in the future.’ 

A long run factor which undoubtedly has had some effect in influ- 
encing more persons to provide for their own old age by purchasing 
annuities, results from the transition from an agricultural to an indus- 
trial economy and from the shift from rural to urban concentration of 
the population. These conditions have been responsible for lessening 
the degree of security enjoyed by the aged. In a highly industrialized 
economy, older people normally find their employment opportunities 
impaired ; in an agricultural economy, the aged continue to participate 
in productive work and even in control. Many indications seem to 
point to the fact that employment opportunities in the United States 
during the 1920’s and 1930’s have not been expanding at a rate suffi- 
cient to insure employment to the increasing number of persons above 
65 who are able to work. Furthermore, in urban life the family loses 
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much of the cohesion so characteristic of rural family life; this fact 
tends to aggravate the problem of economic security for older persons. 

A number of specific factors more closely related to the life insurance 
business have given added impetus to the expansion of annuity sales. 
Much of the increase in the 1920’s and part of that which occurred in 
the 1930’s may be attributed to the fact that the insurance companies 
have developed new types of annuity contracts, such as group annuities 
and individual retirement annuity contracts. For many years the main 
types of life annuity contracts had been the pure immediate and deferred 
annuities which were usually purchased by means of a single lump sum 
payment, thus making it necessary for annuitants to tie up large initial 
sums. Although a number of companies also offered annual-premium 
deferred annuities which called for commitment of relatively small 
annual amounts, such contracts did not provide for cash values; the 
absence of this feature tended to offset their rather attractive yield. 

The retirement annuity contract, which is essentially an anpual pre- 
mium deferred annuity providing for cash values and wide options as 
to the date on which the annuity is to begin, was first sold in 1921. 
The desirability of this contract from the point of view of many buyers 
of annuities greatly stimulated the subsequent demand for it. It offers 
a method of investing relatively small sums at an effective interest 
rate which has compared favorably with that obtainable on deposits in 
savings banks or on other forms of investment. Because no commission 
or expense is required in the case of conversion, accumulations made 
over a period of years may be used to purchase, at a rate guaranteed 
for the future, a life annuity at less than the regular price. Moreover, 
the contract represents a practicable and semi-compulsory method of 
making definite provision for old age. 

Part of the increase in life annuity sales since 1925 has resulted from 
the growing use of optional modes of settlement involving life con- 
tingencies. In addition, favorable provisions of the Federal income tax 
laws have tended to make annuities attractive investments and to increase 
their sales. More aggressive sales efforts by life insurance agents may 
also have stimulated their sales to some extent. ~ 

Beginning with the depression, a number of other factors came into 


‘play which have had considerable effect upon the life annuity business. 


It appears that when investment opportunities become limited, people 
prefer to let financial institutions do their investing. As one of the 
largest investment institutions, life insurance companies offered, 
through the sale of life annuities, just such an opportunity in the dark 
days of the depression of the early 1930’s, and the volume of annuity 
sales increased greatly. In the later years of the decade, when the fear 
of making direct investments had been lessened by a géneral improve- 
ment in business confidence and prospects, the sales of annuities did 
not expand so rapidly. 

The safety of life insurance institutions is chiefly considered as result- 
ing from the conservative limitations on the types of investment they 
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are permitted to make and the fact that the companies have enormous 
funds to invest and can plan for a good diversification. But with the 
added factor of safety evidenced by the excess of premium income over 
expenditures in most years, it is obvious that life insurance companies 
would be regarded as relatively safe places in which to invest money 
when other investments were becoming less desirable; probably, in the 
period of financial stress of the early 1930’s, many people turned to 
annuities as a safe form of investment. 

In foreign countries, especially England, the trend of interest rates 
seems to have a definite effect upon the sales of annuities: if interest 
rates decline, sales of annuities increase, and vice versa. Professor Gustav 
Cassel, in his treatment of the supply of capital, points out this rela- 
tionship very clearly.’ 

That the people of the United States did not increase their purchases 
of annuities in earlier periods of low interest rates prior to 1930, as 
residents of other countries did, may perhaps be explained by the fact 
that the annuity principle was little known in this country and other 
investments looked more attractive, whereas in many European countries 
annuities had attained a rather high degree of importance. With the 
annuity principle increasing in popularity, as it did in the late 1920’s, 
it seems logical to assume that fluctuations in interest rates had some- 
what the same effect upon the sales of annuities in the United States 
as they had previously had upon such sales in foreign countries. 

Another important event which tended to focus the attention of the 
general public upon the need for retirement income was the enactment 
of the Social Security Act in 1935. The passage of this Act, con- 
sequently, was one of the most important factors in the recent sales of 
annuities, both individual and group. While its effect on the sales 
of group annuities can be demonstrated rather easily, its influence upon 
the sales of individual life annuities is merely conjectural. The measure 
may have had the effect of increasing sales of individual annuities by 
making large numbers ef people aware of their need for some form 
of provision for old age; on the other hand, the providing of annuities 
by the government may have destroyed some of the market for annual- 
premium deferred life annuities that might otherwise have existed. 

Since 1925, a considerable proportion of the life annuities sold by 
life insurance companies has consisted of group annuities. Some of the 
reasons for increases in the sales of group annuities are the same as 
those which have resulted in the increased sales of individual annuities. 
Other specific factors, however, which deserve separate mention, are 
involved in the recent growth of group annuities. The most important 
factor involves the instability of many private industrial pension plans. 
Group annuity contracts have taken the place of many individual retire- 
ment systems operated by employers, and seem to provide a much more 
satisfactory basis for old-age assistance. The educational and promotional 


3 The Theory of the Social Economy, Rev. ed. (New York: Harcourt, Brace 
and Company, 1932), pp. 232-246. 




















ANNUITIES FOR AN AGING POPULATION 27 


activities of insurance companies have helped employers to realize the 
security and permanence of retirement plans administered by an insur- 
ance company on an actuarially sound basis, and may be mentioned as 
a second factor. Lastly, passage of the Social Security Act seemingly 
directed the attention of the general public to the need for retirement in- 
comes, and thus served as a stimulus to the underwriting of private plans. 


PROBLEMS ARISING FROM THE INCREASED SALES OF ANNUITIES 


An analysis of the annuity operations of insurance companies reveals 
the existence of some rather important problems relative to investment 
of their funds, the mortality experience of annuitants, and the alloca- 
tion of costs to annuity operations. There is a definite indication that 
the mortality safety factor is now and has been very small; on some 
types of annuities, mortality losses have occurred. Interest and expense 
factors are normally expected to furnish the margin of safety in annuity 
premiums; but if expenses increase much above present levels, and if 
interest rates continue at levels close to or actually below the rates 
guaranteed on annuity contracts, there is a strong possibility that the 
annuity operations of some of our life insurance companies will actually 
show a considerable loss—unless the surplus from the new higher pre- 
mium contracts prevents such a loss. If that time comes, it will be 
necessary for the insurance commissioners of the states concerned, if not 
also the courts, to determine whether annuity operations can be con- 
sidered as a unit and, if so, whether these losses can, as now, be charged 
against the surplus earned by life insurance operations, or whether 
holders of annuity contracts must suffer a reduction in the benefits 
promised under their contracts. Someone must pay for these losses. 
Who shall it be? 

The small provision for safety in the mortality factor in annuity 
premiums is in sharp contrast to the large mortality safety factor in 
life insurance premiums. The gross premiums paid for life insurance 
policies are expected to provide interest, mortality, and expense safety 
factors ; annuity operations provide only two safety factors, interest and 
expense, instead of three. Furthermore, the American Experience Table 
of Mortality has become progressively redundant over seven decades, 
thereby increasing the mortality safety factor in life insurance. The 
absence of a constant—let alone an increasing—mortality safety factor 
in annuity premiums places the solvency of these operations at the 
mercy of interest earnings and expenses. It seems clear, therefore, that 
the annuity business cannot enjoy the strong margin of safety which 
has characterized life insurance operations unless, in the future, mor- 
tality fluctuates much more favorably than interest rates and expenses ; 
experience indicates that mortality trends, in general, are stubborn and 
persistent, whereas interest rates and expenses fluctuate widely. 

The possibility of maintaining the annuity business upon a self- 
supporting basis seems at present to depend chiefly upon future interest 
earnings. Hitherto most of the companies have apparently been able 
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to earn a higher rate of interest than that assumed, and on annuities 
the excess interest earnings have thus far been sufficient to offset the 
losses resulting from low mortality. 

Exact information on interest earnings is not available. The Spectator 
Life Insurance Year Book shows 5.33 per cent in 1929 and 4.25 per 
cent in 1939 as the average rate of interest earned by 100 companies 
on mean invested assets before deducting investment and property man- 
agement expenses. These gross rates are high because no share of the 
investment income is apportioned to idle funds. For the 26 large com- 
panies covered by the T. N. E. C. report, net investment income for 
1938, after deducting investment expenses, was 3.71 per cent of mean 
admitted assets. This report shows also that the investment income 
for 1938 was 113.65 per cent of the amount required to maintain all 
policy reserves—with no return on capital, surplus, ¢ic.—as compared 
with 156.91 per cent for 1929; the margins thus indicated for the 26 
largest companies were probably greater than those for all companies. 
In the compilation of the 1939 Unique Manual Digest, covering 256 
companies, the net investment return for 1938, after deducting invest- 
ment expenses, was 3.80 per cent of mean ledger assets. 

Life insurance companies are not required to segregate their annuity 
operations from their life insurance business; for accounting purposes, 
these are not two separate departments. Since the average rate of interest 
assumed on annuity contracts, especially on the many non-participating 
contracts formerly issued, was probably higher than that for life policies, 
the margin of investment income per dollar of annuity reserve require- 
ments would probably be smaller than for both annuity and life reserves. 
Furthermore, an equitable apportionment of the investment income 
between annuity contracts and life insurance policies should credit the 
latter with higher interest earnings if policy loans, after deducting loan 
expenses, should yield a markedly higher than average return, because 
there are very few policy loans on annuity contracts. Ignoring this 
right, or equitable claim, of the life insurance policyholders to a slightly 
higher than average interest credit, the life policyholders are still 
unfairly treated if the annuity premiums were based upon higher 
assumed rates of interest and the divisible surplus available for distribu- 
tion as dividends to life insurance policyholders was determined after 
allocating assumed rates of interest to the life insurance and the annuity 
lines. A similar situation arises when annuity reserves are strengthened 
either in the accounting by lines or in the distribution of the divisible 
surplus. In both cases, funds that might have been available for dis- 
tribution as dividends to life insurance policyholders are withheld for 
the benefit of holders of annuity contracts. These matters concerning 
an equitable distribution of investment income will probably require 
more attention in the future, especially in companies with a large volume 
of non-participating annuity contracts. The concern here is with the 
equitable distribution of investment income, but the same observations 
apply to income from any source. 
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While interest earnings seem to have been adequate thus far, the 
future does not appear so certain. The probable movement of interest 
rates cannot be predicted; too many factors are involved to permit any 
definite conclusions. A reasonable assumption, however, is that a long 
period of low interest rates would probably result in considerable loss 
on the annuity business of the life insurance companies. 

From an underwriting standpoint, the risk of wide fluctuations in 
the rate of interest can be greatly reduced by assuming a low rate of 
interest in the annuity premium calculations—say 2 per cent—and by 
making all annuity contracts participating as to interest, mortality, and 
expense factors. If the interest earnings should exceed this expected 
low rate, the excess can be distributed as dividends to the holders of the 
annuity contracts in the form of cash or as single premiums used to 
purchase paid-up additions to the original amount of the annuity. A 
company will be in a stronger position if it issues only participating 
annuity contracts. The immediate outlook for heavy taxes, as well as 
the more remote prospect of a heavier burden of taxes for pensions and 
other purposes, offers strong additional arguments for making most 
annuities—certainly all annuities issued by mutual companies—partici- 
pating as to interest, expense, and mortality factors. 

Offset against these advantages of the participating annuity are several 
disadvantages both to the insured and to the company. First, the 
assumption of a low interest rate raises the premium and make the 
annuity less attractive to the purchaser. Second, most purchasers of 
immediate annuities are interested chiefly in obtaining the maximum 
guaranteed income for a given purchase price, and so long as some 
companies issue non-participating immediate annuities, those issuing 
participating contracts only will be unable to furnish the type of contract 
desired. Third, since the reserve decreases after an annuity is entered 
on, extra interest earnings credited to that annuity contract should 
decrease ; dissatisfaction among policyholders would likely result from 
sharp decreases. Some companies have met this objection by making 
the dividend allocation in the form of a single premium used to purchase 
a paid-up additional annuity; since the single premium decreases as 
the annuitant grows older, a decreasing dividend may actually purchase 
equal or even increasing additions to the original annuity. Fourth, it 
can be argued that the dividends due to more deaths than assumed in 
the premium calculations belong to those who die rather than to those 
who continue to receive their annuity. 

In view of the possibilities of some further increases in the life expect- 
ancy of annuitants and of unpredictable fluctuations in the future rate 
of interest, it seems desirable that annuities should be participating 
throughout the entire period of the contract and that the interest 
and mortality assumptions used in premium and reserve calculations 
should be conservative. But if non-participating contracts are issued 
the assumptions made in the calculation of the premiums should also 
be conservative. The wider use of the participating principle provides 
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one way in which mutual companies can meet the annuity needs of an 
aging population, with greater equity to life insurance policyholders. 
Participation might take new forms. 

If the companies continue to push the sales of deferred annuity 
contracts with cash values, e.g., retirement annuities, they will add to 
their investment difficulties. If investment conditions improve, there 
may be some withdrawals from such contracts, and in case a large 
volume of such business has been issued the question of keeping sufficient 
liquid funds available to meet all demands may prove of importance. 

Here, a fundamental question may be raised, although no answer is 
attempted. Should some companies specialize in annuities, perhaps even 
restrict their operations to annuities, while other companies refrain from 
writing annuity contracts? Should all annuities be immediate and 
without cash surrender values? In fact, most of the companies have 
already indicated a dislike for the annuity business under conditions 
such as have prevailed in recent years. Evidence of this attitude is 
found in single-premium annuity limits, low commissions to agents, 
special limits on retirement types, and restrictions upon settlement 
options involving life contingencies in life insurance contracts. At the 
present writing it is impossible to know how many of these conditions 
will be changed should the rate of interest, as well as other factors 
which now operate to discourage annuity sales, become more favorable. 
It may be that the restrictions will be lifted more rapidly on immediate 
annuities and retained or even made more stringent upon the deferred 
types, thus indicating that funds accumulated during the working years 
of life should be placed in other financial institutions—as time deposits 
in commercial banks, deposits in savings banks, purchase of shares of 
building and loan associations and investment trusts, etc. If investment 
opportunities for these financial institutions improved, they would 
welcome the decline of competition with life insurance companies. These 
accumulations made in savings institutions could then be withdrawn 
and used as single premiums to purchase from life insurance companies, 
at the age of retirement, participating immediate annuities without 
cash values. 

Population estimates for 1980 indicate no large increase in the number 
of persons 20-49 years of age; this age-group forms a large part of the 
market for life insurance, although that market is by no means saturated. 
The number of persons in the age-group 50-64 years is expected to 
increase by one-half; also, according to these population estimates, the 
group above 64 years is expected to more than double by 1980. These 
two age-groups are, for the most part, more interested in annuities 
than in death benefits. Furthermore, an aging population will probably 
use its life insurance benefits to purchase more and more annuities. 
It seems, therefore, that so far as mere number of persons is concerned, 
the life insurance companies, if they discourage annuity sales, may lose 
an important channel for expansion. Of course, mere numbers of persons 
in the different age groups are but one measure of the potential market. 
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During its development, the institution of life insurance in the United 
States has been favored by a series of remarkable reductions in death 
rates, especially among young policyholders. In the face of a possible 
future increase in the longevity of annuitants, as well as investment 
and other difficult problems created by the increased sales of annuities, 
the present lukewarm attitude of the companies towards the expanding 
annuity business may, in retrospect, prove to be a wise policy, even 
though the growth in premium volume may be checked. Certainly it 
can be said that the annuity developments of the past fifteen years, 
together with the problems created by declining interest rates and the 
prospects of an aging and stationary population, have brought the de- 
velopment of the institution of life insurance to an important crossroad. 
To issue annuities of any kind, to push the sales of particular types of 
annuities or not to push them—these are some of the vital management 
questions of the present time. The undated admonition of an anony- 
mous Scotch actuary to the effect that the long history of annuities 
indicates that neither an insurance company nor a government will 
ever make a profit on annuities seems strangely modern. 


Mortatitry CHANGES AFFECTING ANNUITIES 


Since the turn of the twentieth century, an increase in average future 
lifetime at birth has taken place which is without parallel in recorded 
history. According to Dublin and Lotka, the expectation of life e* birth 
was between 20 and 30 years for the ancient Romans, 3344 years for 
the inhabitants of Breslau in 1691, and 49 years for residents of the 
United States in 1900;* statistical bulletins published by the Metro- 
politan Life Insurance Company give an estimate of approximately 
63 years for the United States in 1938. This increase has resulted from 
three distinct factors: (1) improvement in medical facilities, (2) expan- 
sion in public health services, and (3) rise in standards of living. An 
examination of the life tables based on the censuses of 1900, 1910, 1920, 
and 1930 shows that for white males the expectation at birth in 1901 
was 48.23 years; in 1910, 50.23 years; in 1920, 56.34 years; in 1930, 
59.12 years; and in 1938, 62.12 years.® 

At the higher ages, however, the increase in expectancy since 1920 
has been very small. For white males at the age of 65, the expectation 
of life was 11.51 years in 1901, 11.25 years in 1910, 12.21 years in 1920, 
11.77 years in 1930, and 11.78 years in 1938. For females a sizable 
gain has occurred. It seems clear that the increase in life expectancy 


4‘ Historical Study of Past Longevity,’’ American Journal of Public Health, 
Vol. 27, No. 5 (May, 1937), pp. 487-8. e 

5 Joseph A. Hill, United States Life Tables, 1930 (Washington: Bureau of 
the Census, 1936). The estimate for 1938 is taken from the May, 1940, issue 
of the Metropolitan statistical bulletin. These figures are not strictly comparable, 
because the original data for 1910 covered only the six New England states, the 
states of New York, New Jersey, Mi and Indiana, and the District of 
Columbia; a number of other states were added in 1920; and by 1933 the entire 
continental United States was included in the registration area. 
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at birth has come about chiefly because mortality among infants and 
children has been lowered. Although slight reductions in the mortality 
rates at ages above 50 years have been accomplished in each of the past 
four decades, any further extension of the average lifetime is increas- 
ingly dependent upon decreases in the mortality of the higher age-groups 
and improvements in the health of the less favored sections of our 
pepulation. The question remains as to how far this average lifetime 
can be extended. These figures are for the white population only, 
whereas this study is chiefly concerned with groups of insured annuitants, 
whose life expectancy is also greater now than formerly. 

If mortality improvements among mature and elderly persons should 
be considerable, mortality losses on annuity contracts may reach impor- 
tant levels in the future. In the past hundred years and more, the life 
insurance companies have been greatly strengthened by successive reduc- 
tions in the mortality of policyholders. Under participating policies, 
these mortality savings have been passed on to the policyholders in the 
form of dividends, and in times of epidemics and financial crises have 
formed a strong first line of financial defense for the companies. Mortal- 
ity savings will continue to strengthen the companies in the future so 
far as their obligations to life insurance policyholders are concerned, 
but greatly improved mortality among annuitants may be a financial 
drain on the companies. In this division of the business, increased 
longevity means additional numbers of monthly, quarterly, or annual 
checks to surviving annuitants. If the future does witness additional 
mortality gains among annuitants, the adequacy of the provisions made 
in the past for such improved mortality will be tested and the companies 
will have to continue raising premium rates for new annuities to allow 
for the increasing chances of survival of their annuitants. 

Assuming no further decline in the average rate of return on invest- 
ments and no increases in expenses (although pension and war taxes 
may cause considerable increases), annuity premium rates must be 
raised to cover the improvement in mortality. For example, the dis- 
covery of a cure for cancer would mean that many annuitants would 
live to receive ten to twenty additional monthly annuity checks, if 
other degenerative diseases did not quickly claim many of those who 
would otherwise have been cancer victims. Premium increases on new 
contracts might be adequate but would not, of course, affect contracts 
in force. In the case of participating annuities issued in the past, the 
provisions made for improved annuitant mortality have been much 
larger, and reduction or elimination of dividends may go a long way 
toward paying for the increased longevity of annuitants. 

This mortalit? question has many angles, but all except a few are 
too technical to discuss here. Annuities sold in the 1920’s and to some 
extent in the 1930’s were issued on superior lives with lower than 
average mortality. The few breakdowns of data secured directly from 
a few large companies and the published annual reports available were 
not sufficiently detailed to furnish a check on the extent of this trend 
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in mortality. Practically all of the investigations of annuitant mortality 
have dealt with the experience under individual immediate non-refund 
annuity contracts. ‘The type of person purchasing annuities of this kind 
has changed markedly in the last fifteen years. Company practices in 
regard to the issuance of such annuity contracts have also changed, e.g., 
more definite proof of age is required and non-refund annuities are not 
issued to persons in impaired health. In the 1920’s, annuities were 
bought primarily as a means of providing an income upon retirement 
or in old age, and largely by such persons as teachers, lawyers, physicians, 
and others who not only belonged to a social class subject to low 
mortality but also apparently had individual prospects of longevity 
considerably better than the average of their class. 

In the 1930’s, when annuities became attractive for investment pur- 
poses, a much wider class of purchasers was drawn in, including persons 
in many walks of life who are subject to higher than average mortality 
and persons whose individual prospects of longevity were only average 
or even worse than average. Such persons, however, generally bought, or 
were advised by insurance companies to buy, refund annuities. This 
practice has tended to keep the mortality experience on refund annuities 
relatively high, while at the same time it has resulted in lower mortality 
on non-refund annuities. Furthermore, it may be interesting to note 
that in recent years refund annuities have constituted an increasing 
proportion of the individual immediate annuities sold, as high as two- 
thirds for some companies. The foregoing considerations indicate some 
of the difficulties which preclude any definite conclusions as to the trend 
of mortality under individual annuity contracts. 

In the case of group annuities, by means of which large numbers of 
persons are covered under a single form of contract, there has been no 
opportunity for individual selection. Since group contracts involve no 
sharp differences in mortality due to refund and non-refund provisions, 
the mortality experience under group annuity contracts is not classified. 
A recently published report of experience under group annuities * 
indicates that the experience among persons receiving annuity benefits 
under group annuity contracts has not changed to any marked extent 
within the last fifteen years; in no subdivision is there any clear indica- 
tion of a trend to a lower mortality. This is, of course, in line with 
the trend of population mortality at the older ages and points strongly 
to the conclusion that the apparent downward trend noted in the 
mortality of persons covered under individual immediate non-refund 
annuity contracts has, to a large extent, been due to changes in the 
class of persons purchasing such contracts. Although there may have 
been a downward mortality trend among holders of such contracts, the 
wider sale of these annuities in the future may tend to bring up the 
mortality under this type of annuity contract. 


*H. J. Stark, ‘‘Group Annuity Mortality Investigation,’’ Record of the 
American Institute of Actuaries, No. 59, pp. 54-66. 
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The mortality of the United States population has declined steadily 
since the American Experience Table was published three-quarters of 
a century ago. The margin of safety in mortality has increased accord- 
ingly, until now the actual mortality of insured lives is only about 
one-half of the mortality expected under this table. Ignoring, at the 
moment, the effects of the inevitable aging of the insured population, 
possible further reductions in mortality in the coming decades will 
make this table even more redundant than it is now; these future 
mortality savings may decrease the net cost of insurance to policyholders 
unless offset by expense and interest factors. If there should be no 
appreciable mortality gains at the higher ages—say, above age 50—and 
if the insured population ages as rapidly as the whole population 
apparently will, the total mortality savings resulting from the use of 
this table may not increase, because at present the savings above age 
50 are small. As the percentage of the insured population above age 50 
increases, the percentage below age 50—the age-group responsible for 
almost all the current mortality savings—will necessarily decrease and 
the total mortality savings may actually fall below present levels: that 
is, the American Experience Table may become less redundant than now. 

At least it seems probable that the aging of the insured population 
will, in the future, in the absence of large mortality gains at the higher 
ages, tend to level off, if not actually reduce, mortality savings to a 
point below the present level. It is recognized that some reductions in 
deaths due to cancer, heart diseases, and other diseases whose special 
victims are persons above 50 years of age seem not unlikely at the 
present writing; such reductions may or may not be sufficient to offset 
the reductions in mortality gains—reductions due to the rapid aging 
of the insured population. Future reductions in the mortality of insured 
persons under 50 years of age will, of course, tend to increase mortality 
savings, but by a smaller amount than formerly, because such reductions 
will probably affect a smaller and smaller percentage of the insured 
population. 

There are two factors or tendencies which indicate that future changes 
are likely to reduce the mortality safety factor: first, the shifting of 
the insured population from the lower to the higher age brackets, in 
which the actual is now only slightly below that expected under this 
table ; second, the expression of general dissatisfaction with the continued 
use of the American Experience Table. The indications are that it 
may soon be displaced by newer tables for the purpose of calculating 
non-forfeiture values and policy reserves and later for calculating net 
premiums. Many companies have already ceased to use it for premium 
calculations. If this “paring down to the bone” of the mortality safety 
factor ultimately leads to considerable reduction in mortality savings 
on life insurance policies year after year, then the possibility of using 
these mortality savings to pay losses on annuity business will diminish, 
especially if annuit volume and annuity losses should increase considerably. 
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It therefore seems advisable that proposals such as those made by the 
Guertin Committee should include plans for increasing the mortality 
safety factor for annuities. Speaking in the most general terms, this 
would involve a proposal to use an annuity table based upon the expected 
annuity mortality experience of 1960 to 1990. This table would reflect 
neither past nor current but future mortality experience. Such a table 
might be called an extrapolated or forecast table. The probability that 
annuity premiums will constitute an ever-increasing proportion of the 
total premium volume of American life insurance companies during 
the remainder of the twentieth century makes this suggestion reasonable. 
If the mortality safety factor of the life insurance part of the business 
is to be decreased, then it is imperative that the safety factors for the 
annuity end of the business should be increased. It would be much 
safer to issue long term endowment policies with annuity settlement 
options (at the then prevailing net premium rates) than to push the 
sale of any type of deferred annuity. 

So long as each succeeding decade witnesses even small increases both 
in the percentage of total premium volume derived from annuity con- 
tracts and in the life expectancy of annuitants, there seems to be no 
practical way to construct an annuity table which will provide an 
increasing margin of safety in the mortality factor. Decade after decade 
since the Civil War, the death rate among insured lives has decreased, 
with a corresponding increase in the mortality savings on policies the 
premiums on which were based upon the American Experience Table. 
The annuity business needs a comparable table which would provide 
an increasing margin of safety from decade to decade. Of course, any 
annuity table would become redundant if the actual mortality of annui- 
tants should incr2ase from decade to decade ; but this prospect is remote 
unless epidemics or wars should kill a large number of annuitants. 
In order to provide such an increasing margin of safety on annuity 
mortality in the future, it would be necessary to calculate for current 
use a table theoretically applicable to some future decade. For example, 
in the 1940’s premium rates for new annuity contracts—and possibly 
reserves for both old and new contracts—would be calculated on the 
basis of annuity tables applicable to the 1960’s. Likewise, in the 1960’s 
the tables used would be a forecast of annuity mortality in the 1990's. 
Such proposals are of course fantastic, but they do illustrate the impos- 
sibility of constructing mortality tables for the annuity business which 
will be as progressively redundant as the American Experience Table 
has been for life insurance since it came into use. This impossibility 
of developing a progressively redundant annuity table strongly suggests 
the advisability of providing a stable mortality safety factor and margins 
of safety in loading and interest assumptions. 

Since a forecast table could provide neither an increasing nor a 
constant mortality safety factor, zero mortality and zero expense might 
be assumed in the calculation of premiums. This more extreme remedy 
would set the gross single premium for every participating immediate 
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non-refund annuity (or the reverse for a deferred annuity when entered 
on, which would be the corresponding net single premium), regardless 
of the age of the annuitant, at its capitalized value—at 3 per cent, the 
premium would be $3,333 for an annual annuity of $100—and pay 
dividends to each age-group depending upon the amount of released 
reserves ($3,333 x the number of deaths) on contracts currently ter- 
minated by death, plus interest earnings in excess of the assumed rate 
(3%), less actual expenses. Extra premiums would be charged for 
refund features. Such a contract would be safe for the company to 
issue; it would probably involve no prospective burden upon profitable 
life insurance operations. On the other hand, the guaranteed minimum 
“yield” would be so low that purchasers seeking the greatest possible 
annual payment would not find this type of contract attractive—unless 
it was the only type of immediate annuity which life insurance com- 
panies were authorized to issue. The savings banks would probably 
object to this encroachment by insurance companies; the purchaser of 
such an annuity contract would forgo the right to withdraw at any 
time the principal sum of $3,333 from a savings bank and in lieu 
thereof he could expect to receive annual dividends under the annuity 
contract throughout, the rest of his lifetime. 

A second extreme remedy of the same general type would be the 
assumption of a fairly low mortality (e.g., 1937 Standard Annuity 
Table) with zero expense, but zero interest instead of zero mortality. 
The gross single premium for a participating immediate non-refund 
annuity would be a multiple of a guaranteed minimum annual annuity 
payment; the multiplier would be the numbers of years of life expect- 
ancy of the annuitant at the date of purchase. The guaranteed annuity 
would be increased by actual net interest earnings on the successively 
smaller reserves less actual expenses, with adjustments for mortality 
gains and losses. For a minimum guaranteed annuity of $100 per 
year, this premium would be $1,755 for males at age 60, or $1,160 for 
males at age 70, the life expectancies being 17.55 and 11.60 years 
respectively (1937 table) ; the corresponding premiums for females would 
be $2,102 and $1,440. These rates are not very much higher than those 
now charged by one large insurance company for participating contracts. 
This second extreme remedy seems to be less impractical than the first, 
because it would provide lower premiums (or higher minimum guar- 
anteed annual annuity payments) at the higher ages; furthermore, it 
would face squarely the interest problem, which is currently far more 
pressing than the mortality question. 

These gross single premium rates would be less than $3,300 on an 
annual annuity for males above 40 years of age, and more than $3,300 
for males below 40, since life expectancy decreases from a maximum 
at birth to 33 years at age 40. That is, the premiums for males below 
40° under this second proposal (zero interest) would be larger than 


' For females this figure would be close to 45. 
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the premiums under the first proposal (zero mortality, annual annuity 
capitalized at 3%), suggested in the preceding paragraph. Since most 
immediate annuities would be purchased by persons above 40 years of 
age, the first proposal would produce a sufficient margin of safety; in 
fact, for contracts purchased at the higher ages the margin would 
be excessive. On the other hand, at higher ages, say 65 or 70, the 
second proposal (zero interest) would provide a very small—perhaps 
too small—margin of safety; for these higher ages the premium rates 
would be only slightly higher than those currently charged by on. 
large insurance company for its participating contracts. 

The annual cash dividends on each of a group of contracts issued 
at a given age under the first plan would increase at an increasing rate 
each successive year as the mortality increased, since the gains on account 
of an ever higher mortality would be divided amongst an ever decreasing 
number of survivors; if the annual dividends should be used as single 
premiums to purchase paid-up additions, the maximum annual payment 
is to be made to the annuitant in the last year of his life. (Again, it 
can be argued that those who die early have a stronger claim on this 
divisible surplus than do the survivors who continue to receive their 
annuity checks.) The annuitant would probably prefer a rather uniform 
total annuity each year to an ascending scale of payments. Any plan 
to smooth out these annual dividend additions would require the assump- 
tion of definite expense, mortality, and interest factors—exactly’ what 
these two extreme remedies are designed to avoid. Failure to abandon 
quickly assumptions which changing conditions rendered untenable would 
give rise to over- or under-payment of dividends, but since the errors 
occasioned by these assumptions could probably be offset by adjustments 
in later years, and since the amounts involved would be comparatively 
small (except for contracts issued at the higher ages), the danger of 
loss would be less than if definite interest, expense, and mortality factors 
had been assumed in the calculation of the gross single premiums. On 
contracts purchased at the lower ages the dividends during the early 
years of the contract would be smaller under the first proposal than 
under the second. The dividends each year would be larger under the 
first proposal on contracts purchases at the higher ages. Under the first 
proposal the increase in the dividend over that of the preceding year 
would tend to be the same for all contract holders at a given attained 
age, regardless of the age when the contract was purchased; under the 
second proposal the amount of the dividend would depend solely upon 
the attained age if the interest earnings should remain constant from 
year to year. No method of leveling out the scale of annual dividends 
under either proposal should be pursued until the safety of an excessive, 
prospectively safe single premium is endangered ; otherwise the remedies 
would be futile and the annuity operations might still be a burden on 
the profitable life insurance end of the business. 

Another mortality factor that may change the annuity picture greatly 
is the possibility of war casualties. So many civilians, both above and 
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below the age for military service, have been killed in recent months 
in the warring European countries that the traditional expectation of 
war gaps in the population at military ages and in births in wartime 
must be expanded. Modern aerial warfare is taking a heavy toll of 
civilian lives. Starvation and disease may continue long after the war 
is ended. If such a total war came to the United States, it might provide 
@ gruesome, unwelcome remedy for exceedingly low mortality among 
annuitants for some years to come. 


SEGREGATION OF ANNUITY OPERATIONS 


The question of allocating costs between life insurance and annuity 
business within a company presents a problem of cost accounting. As 
with any joint undertaking or joint product, the cost accountant is given 
wide latitude in charging costs to each department or division of the 
business. The state insurance department passes upon the fairness of 
these charges. If the annuity business were to become highly unprofitable, 
as has been the case with most disability and non-cancellable health and 
accident experiments, it might be deemed expedient to separate the 
annuity from the life insurance operations and to charge to the latter 
the largest possible share of the joint overhead and operating expenses 
in order that the losses of the annuity department might be diminished, 
to reduce promised annuity benefits, or to utilize surplus from life 
insurance operations. 

No legal precedent for such action involving accounting by lines of 
business can be found. The cases which present the closest similarity 
are those which involve the divisibility of a premium into death and 
disability categories and the reorganization of a company rendered 
insolvent by losses on a particular group of policies. It may be worth 
while to review these cases, even though the analogies are not so close 
as might be desired. 

In the case of Rhine vs. New York Life Insurance Company (Court 
of Appeals of New York, 273 N. Y. 1; 6 N. E. Rep. (2d) 74—December 
31, 1936) the court allowed the New York Life Insurance Company 
to pay to policyholders having disability clauses in their contracts 
dividends (smaller) differing in amount from those paid on policies 
not having disability provisions. In the decision, the court held that 
there was a single premium for the insurance and the disability benefit. 
In no case could one obtain disability benefits without having the 
insurance. With respect to the surplus, it was stated that if the holder 
of each policy is repaid the excess of what he paid for the policy over 
the cost of furnishing both the life insurance and the disability benefit 
protection, the surplus will have been apportioned to each policy in 
the same proportion as the holder of that policy contributed to that 
surplus. It seems fortunate for the company that these were high- 
premium participating policies. 

The opinion also reviews the plaintiff's claim that the apportionment 
be made to her as if the policy were a combination of two separate 
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contracts based on two premiums. It noted that in this case the extra 
premium for the disability provision would be entirely independent of 
any other consideration and the loss would have to be borne by the 
company out of its general funds derived from other sources. Under 
such a construction the holders of policies with provision for disability 
benefits would pay less than the cost of insurance (including disability) 
and the remaining policyholders would be required to pay more than 
the cost of the insurance furnished.* 

The second case which might offer a legal precedent is that of 
Carpenter vs. the Pacific Mutual Life Insurance Company (10 Calif. 
(2d) 307 (1937)), involving the reorganization of an insolvent com- 
pany. In this case the court and the state insurance commissioner 
divided the business of the Pacific Mutual so that the unprofitable, 
non-cancellable health and accident operations would cease to be a drain 
on the surplus created by the other operations of the company. The 
amount of benefits to the holders of the non-cancellable policies was 
reduced in accordance with the length of time the policies had been 
in force—a somewhat arbitrary way of relieving the company of its 
perennial loss on non-cancellable health and accident business. 

Although neither of these two cases presents a completely analogous 
situation, each nevertheless suggests some guidance for action in the 
event that the deficits from annuity operations should become unwieldy. 
The Rhine case concerned the divisibility of contract and of the pre- 
miums paid therefor ; the Pacific Mutual case involved the reorganization 
of a company rendered insolvent by losses on one group of policies. 
The decisions in both cases seem to indicate that a life insurance com- 
pany is not an indivisible unit but a combination of separate parts, 
any one of which can be segregated from the others when it fails to 
remain self-sustaining; in a sense, each separate part resembles an 
individual trust in some respects, although normally the relationship 
between the insurer and insured is considered a debtor-creditor rather 
than a trustee relationship. In the Rhine case, the holders of policies 
containing disability clauses were segregated for purposes of allocation 
of surplus, the amount of divisible surplus being lower for this group 
than for the holders of similar policies which did not contain disability 
clauses. It must be noted, however, that the life insurance premiums 
involved amounted to more than was needed and the resulting surplus 
was therefore more than sufficient to meet the losses resulting from the 
imadequacy of the extra premiums charged for the disability clauses. 
Furthermore, the Pacific Mutual case involved the segregation of the 
non-cancellable health and accident policyholders in the reorganization 
of an insolvent company, whereas the problem of keeping annuity pre- 
miums adequate relates to the possibility of losses in the operations of 
a going concern. Therefore, the cases are not completely analogous. 


8‘*Legal Notes,’’ Transactions of the Actuarial Society of America, Vol 
XXXVIII, Part One, No. 97, pp. 167-8. 
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These two casés do seem to set forth a doctrine of segregation of 
operations by departments. If this doctrine were applied to a segregated 
annuity department which had ceased to be self-supporting, it would 
imply the scaling down of annuity benefits under all contracts in force 
rather than the forcing of an assessment against the solvent life insur- 
ance branch of the business. This would most likely be true of the 
non-participating annuities of mutual companies. Losses incurred on 
account of annuities under settlement options of life insurance policies 
might, however, be charged against the solvent life insurance division 
of the company ; these types may account for a large share of the losses. 
This procedure would be justifiable only if the annuity operations 
as a whole ceased to be self-sustaining; if a particular set of annuities 
produced inadequate premiums, losses on these might not inappropri- 
ately be charged against surplus arising from other annuity operations. 
In trying to discover the application of these two court decisions, 
however, we are concerned with the annuity department as a whole. 

On the other hand, a rather strong argument can be adduced support- 
ing the justice of reducing the divisible surplus available to life insurance 
policyholders in order to pay the losses on annuity operations. The 
“members” of a mutual company, which is a cooperative organization, 
through their officers operating under the careful scrutiny of the state 
insurance commissioner—the indifferent policyholders’ watch dog— 
authorized the issuing of non-participating annuity contracts. If there 
had been any profit arising from non-participating annuities, the profit 
would have increased the divisible surplus available for distribution as 
dividends on life insurance policies. It can be argued that the officers, 
acting for the members of mutual companies went into this type of 
business with their eyes open and balanced the prospects of profits 
against the prospects of losses. Now that it has turned out that there 
are more losses than profits, the members should not object. This 
argument is strengthened by the fact that non-participating annuity 
contracts were authorized by state insurance laws and regulations of 
the state insurance departments; at least, they were not prohibited. 

Furthermore, this line of argument might be applied even to the 
participating business of a mutual insurance company. For example, 
the issuance of endowment policies of a particular type might produce 
an unfavorable experience. This type of argument implies that the 
members of a mutual company expressly consent to all the plans and 
decisions, wise or unwise, made by the officers of the company so long 
as the officers do not exceed the powers of the corporation or violate 
insurance laws or regulations of the state insurance department. The 
fact that in the Rhine case the court did not follow this line of reasoning 
in authorizing the segregation of the disability operations may be taken 
as evidence that it is a weak argument. (Note that the Rhine case did 
not come before the U. S. Supreme Court.) 

Although it is impossible to know in advance the exact way in which 
the courts would apply a doctrine of segregation in a case involving the 





ANNUITIES FOR AN AGING POPULATION 41 


unsuccessful annuity operations of a particular company, any company 
would make heroic attempts to prevent a deficit in its annuity opera- 
tions. There would be a strong temptation to allocate some of the 
expenses of the annuity operations to the life insurance department of 
the enterprise in order to conceal the extent of the burden placed upon 
the other departments. The recent increase of annuity premium rates 
and the strengthening of reserves on old contracts announced by most 
companies in the past few years indicate that the executives of these 
companies are keenly aware of their problems and are trying to keep 
annuity operations as a whole on a safe basis. If there is a surplus on 
the new contracts issued on these increased premium rates, and if this 
surplus can be used and is large enough to offset losses on older, lower- 
premium contracts, the annuity departments of these companies will 
be self-sustaining. The question regarding which these two court deci- 
sions are here examined is how a department or division of a company 
may be defined for purposes of segregation. These decisions seem to 
indicate that the entire annuity department could constitute an entity 
segregated from the life insurance department of the company—although 
the non-participating annuities might be accounted for as a separate line. 

Beyond the legal question involved lies the question of competition 
between those life insurance companies which sell annuity contracts and 
those which do not. Losses on annuity operations and amounts set aside 
to strengthen reserves can now be legally charged against surplus on 
life insurance operations; presumably the dividends payable to holders 
of participating life insurance policies of mutual companies would be 
reduced—and the sale of new life insurance policies would probably 
be adversely affected thereby. 


ConcLUSIONS 


The unavailability of complete information on annuity experience 
should be borne in mind in interpreting the following conclusions, 
which are based upon the foregoing summary of a much longer, un- 
published manuscript : 

(1) The apparently inevitable aging of the population of the United 
States in the next several decades is likely to increase the number of 
potential buyers of annuity contracts many-fold and decrease slightly 
the potential market for life insurance. The actual sales of the two 
will depend upon many factors other than the aging process. Among 
these other factors are pensions provided by the Social Security Act, 
the income of potential buyers, continued urbanization, the possibility 
that life insurance sales, which are far below the saturation point today, 
may increase considerably, and that new and old forms of life insurance 
policies, e.g., endowments, may meet in part the new demands for 
deferred annuities. On the whole, it seems likely that the annuity field 
offers the greatest area of expansion for life insurance companies. 

(2) Any study of the annuity operations of life insurance companies 
will be hampered at many points by lack of data. If the lines of the 
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convention blank dealing with annuities were augmented, the annual 
report could show as much detail about annuity operations as it now 
reveals about the operations of the life insurance end of the business. 

(3) Annuity premiums, like life insurance premiums, are made up 
of mortality, interest, and expense items. Review of the mortality 
experience does not lead to a hard and fast conclusion. The life expect- 
ancy of new purchasers of annuities has changed considerably in the 
past fifteen years, but these persons still constitute a superior group. 
The change from old to new annuity mortality tables seems to have 
almost kept pace with the change in the class of persons purchasing 
annuities. There is little basis for predicting that mortality among 
annuitants will increase in the near future to the general population 
level of mortality. The evidence obtainable seems to indicate that there 
is no margin of safety in the mortality factor on most annuities now 
in force ; this factor has been pared down to the bone. The possibility of 
increases in the life expectancies of annuitants gives rise to the con- 
jecture that there may be considerable mortality loss on annuity contracts 
now outstanding. Certainly there seems to be little hope of mortality 
savings from the use of the 1937 Standard table, unless the mortality 
of annuitants rises towards the mortality of the general population. 


(4) The absence of a mortality safety factor in annuity premiums 
is in sharp contrast to the large and increasing mortality safety factor 
in life insurance premiums. The greater safety factor in the latter 
results from the use of the American Experience Table of Mortality, 
which has become progressively redundant. The difference between these 
two mortality safety factors may be eliminated by an increase in the 
annuity, or a decrease in the life, safety factor. 


(5) The experience on group annuity contracts has not been un- 
favorable, hence no burden has been placed upon life insurance policy- 
holders in mutual companies. So long as premium rates for group 
annuity contracts are not guaranteed for more than a few years, large 
operating losses are unlikely. Furthermore, group contracts present few 
problems of investments, since few of them provide cash (or loan) 
values. Therefore, the companies should be able to expand their group 
annuity operations safely in the future. 


(6) Until a few years ago most of the mutual companies, as well 
as the stock companies, were issuing non-participating annuity contracts. 
In the calculation of premiums the actuaries attempted to predict 
mortality, interest, and expense factors accurately. The safety factor in 
any non-participating contract is naturally small. Apparently actuaries 
were expecting to break even on mortality and allow a small margin 
of safety in the interest and expense factors. In the 1930’s, the earned 
interest decreased and the operating expenses increased ; in some cases 
this scissors-like movement apparently eliminated all safety factors in 
annuity premiums and actually led to losses, the exact amount of which 
cannot be known for some time. It is probable, however, that the losses 
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were not large enough to cause any trouble; furthermore, the annuity 
business of most companies forms only a small—though increasing— 
part of their operations. If the annuity business increases both rela- 
tively and absolutely, it will be necessary to provide a more reliable 
margin of safety. 

Changes in mortality do not usually occur suddenly, although the 
change in the type and class of persons buying annuities has produced 
some fairly sharp differences in mortality between annuitants who 
purchased contracts in the 1920’s and those who did so in the late 
1930’s. On the whole, it seems reasonable to assume that greater reliance 
can be placed upon the stability of mortality than on the stability of 
interest earnings and operating expenses incurred. Economic history 
reveals a great variability of interest rates. Therefore, if reliance is 
placed upon interest and expense safety factors, the annuity business 
will be increasingly exposed to business-cycle hazards and the risks of 
steady and progressive increases in operating expenses because of changes 
in the social attitudes of the American people—particularly, those 
changes which become embodied in the taxation and the regulation of 
insurance companies. 

Attention*has been called to the difficulty of providing a progressively 
redundant mortality table for the calculation of annuity premiums unless 
a forecast table could be developed. Some increase in the mortality safety 
factor seems desirable, but extensive reliance cannot be placed on the 
mortality safety factor in annuity operations unless the unexpected 
occurs, namely, if instead of the expected increase of the life expectancy 
of annuitants, there should be a downward trend. Since at the present 
writing this possibility seems extremely remote, the best that can be 
hoped for in mortality experience among annuitants is that there will 
be no substantial mortality losses ; that is, the companies will do well to 
break even on their mortality factor on annuity premiums. 

The voluntary action of a number of the leading companies, as 
well as the requirement in the new New York Insurance Code* that 
all deferred annuities issued by mutual companies shall be participating, 
indicates that the companies and the state insurance commissioners are 
aware of the problems involved in annuity operations. The most likely 
solution for the mutual companies seems to lie in the decreased use of 
non-participating contracts, heavy loading for expenses, an extremely 
low interest assumption, and the largest mortality safety factor prac- 
ticable. Some confusion will result from this mixture of old non- 
participating and newly issued participating contracts; the surplus 
arising from the latter may or may not be used to meet the deficits 
resulting from the former. 


® Article 9-A, ~~ 216 (5), 1939. In 1934 Mr. Dickinson was retained by 
the Dealt ene f Insurance, State of Illinois, to a 2 prepare the Preliminary 
Uinois Insurance Code (November, 1934). tried unsuccessfully to 


prekibit the writing of non-participating annuity contracts by mutual companies 
Illinois. (See Section 222.) 
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Even the larger mortality safety factors resulting from the use of 
forecast tables may be inadequate; it may be worthwhile, therefore, to 
give consideration to the two more extreme remedies, assumption of zero 
expense, and either zero mortality or zero interest in the calculation 
of gross single premiums on participating immediate non-refund annuity 
contracts. (Also attention might be given to proposals to use the average 
current return on Federal government bonds as the only “guaranteed” 
rate of interest.) The use of either extreme remedy would require that 
steps be taken to level out the annual dividends during the term of the 
contract and this task would involve problems very difficult of solution. 
Unlevel dividends would make the contract unattractive to prospective 
purchasers and level dividends would require definite interest, expense 
and mortality assumptions—assumptions which, as has been pointed 
out, these two extreme remedies are designed to avoid. Consequently, 
the real worth of these two proposals would largely depend upon the 
possibility of developing adequate techniques for the determination of 
annual dividends. The second of these two remedies (zero interest) is 
less impractical than the first. 

This is another way of saying that the life insurance companies, 
contrary to opinions expressed in many quarters, have not been guilty 
of overcharging for annuity contracts but instead have probably been 
guilty of charging premiums which were somewhat too low. In the past 
few years, increases on premium rates for new contracts have been 
announced which may be sufficient to bring some premium rates up to 
a safe level. But, as has been set forth, the real solution will depend 
upon future mortality, operating expenses, and interest earnings. 

(7) Figures are not available showing the exact proportion of in- 
dividual annuity contracts outstanding which do and which do not 
provide cash and loan values. Apparently, few contracts provide loan 
values, and probably half or fewer provide cash values. Almost all life 
insurance policies, except term policies, provide cash and loan values. 
One of the few advantages of the annuity business is this smaller pro- 
portion of contracts which in a time of financial crisis might drain off 
the cash and liquid assets of the insurance companies. This advantage 
is not so great as it seems, because the penalties for surrender under 
some annuity contracts, e.g., retirement contracts, are probably too small 
to deter holders from such action. Therefore, the probable greater use 
of surrender privileges by holders of annuity contracts than by life 
insurance policyholders may offset the small proportion of annuity 
contracts providing for cash surrender values. Surrender values should 
not be offered in annuity contracts unless their omission would make 
the contracts unattractive to a large number of prospective purchasers ; 
and even then surrender provisions should be used sparingly. 


The authors of this study therefore believe that, within the limits 
of their investigations, the obstacles faced by the insurance companies, 
although real, are not insurmountable. If certain changes are made in 
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annuity operations, the companies will be able to meet successfully the 
expected large increase in the demand for annuities by our aging 
population. Finally we would warn the unwary reader not to be alarmed 
about the safety df his insurance company. The problems discussed 
have been developing over many years; time will be required to solve 
them. Ten years ago Mr. Dickinson tried in vain to persuade the 
companies operating in Illinois to draft a workable provision for the 
Illinois Insurance Code requiring all annuity contracts issued by mutual 
companies to be participating—without trying to circumscribe the forms 
of participation. No, we are not alarmed about the safety and sound- 
ness of American life insurance companies. But we are somewhat 
disturbed about the inertia among company executives and State Insur- 
ance Commissioners, and, above all, the continuing pressure of agents 
for attractive annuity contracts to sell in competition with the agents 
of other insurance companies and with the salesmen of other investment 
institutions. Caveat venditor! Evidently a frontal attack by all parties 
concerned will be required to develop satisfactory long-run formulas 
for the granting of annuities by private life insurance companies to 
an aging population. 





THE STANDARD NON-FORFEITURE AND VALUATION LAWS 
By Aurrep N. Guertin * 


Those whose interests lie in the realm of mathematics and statistics 
and have leanings toward their application to financial questions are 
very likely to have considered the relationship between the great improve- 
ment in public health and lengthening of the life span which have 
taken place during the last half century and to have attempted to 
discover what degree of correlation exists between these developments 
and the trends in the cost of life insurance to the public. Many of the 
influences which have contributed to these results have been subjects 
of exposition on the part of scientific and popular writers. Obviously, 
the improvement in longevity has not been confined to the general 
population but has affected insured lives as well. It is natural, there- 
fore, that questions should be raised by the public, as well as by students 
of these subjects, as to the effect of that improvement on the operations 
of life insurance companies, whose business is so closely related to 
these matters. 

Inquiries of this kind have arisen from so many sources and the 
relationship and effect have been so misunderstood, not only by critics 
of the life insurance business, but by students of economics as well, that 
careful study has been indicated. Without careful analysis of all the 
facts, it would seem obvious that the greatly improved mortality should 
result in a very definite reduction in the cost of insurance to policy- 
holders, and, in the absence of a clearly defined reduction in the cost of 
protection, a basis is created for the charge that life insurance companies 
are deriving unconscionable profits at the expense of the general public. 
Strangely enough and for a great many years, the form of annual 
statement which life insurance companies were required to file with the 
various state insurance departments, which have supervision over their 
operations, required the earnings of the companies to be reported in a 
way which made them susceptible of interpretation as supplying evidence 
to such an allegation. 

Although criticisms of the mortality tables used by life insurance 
companies have been directed chiefly against the American Experience 
table of mortality and the Standard Industrial table, they apply with 
almost equal force to the Standard Intermediate table, the 1912 Inter- 





* Actuary of the Department of Banking and Insurance of the State of 
New Jersey. He is a Fellow of the Actuarial Society of America, a 
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mediate table and the Substandard Industrial table, all of which are 
still being used in connection with various types of insurance policies. 
To a lesser extent, also, the criticisms would apply to the American 
Men table, although it is often ignored by the critics. I say this, because 
the critics, who are so outspoken against the use of the American 
Experience table, base their criticisms on the assumption that the 
mortality table used for valuation and for all other purposes should be 
closely representative of actual mortality. Not one of the tables which 
I have mentioned is so representative and, hence, is subject to the same 
objections, if any be valid, as the American Experience table. 

When it is borne in mind that the mortality tables used by the 
companies are determined largely by the laws of the states under which 
they operate, and the forms of annual statements producing the results 
described are fixed by the authority of the Insurance Commissioners of 
the several states, it is obvious that any criticism directed against the 
companies could not fail to be directed against the supervisory authorities 
as equally responsible. Some six or seven years ago, these criticisms 
had reached such importance that the National Association of Insurance 
Commissioners, composed of the state supervisory authorities, set out 
to make an investigation to determine to what extent the laws of the 
states were responsible for this situation and to take such appropriate 
action as might be necessary or desirable. The outcome was the appoint- 
ment of a committee, consisting of the actuaries of five of the state 
insurance departments and a nominee from the Actuarial Society of 
America, and one from the American Institute of Actuaries, to study 
the entire subject and to make a report. 

The committee’s work naturally fell into several different divisions: 
a determination of the levels of population mortality; a determination 
of the corresponding levels of insurance mortality, both for industrial 
and ordinary business; a survey of the studies being made by actuarial 
and other bodies with respect to mortality; a study of the methods 
used by companies in the calculation of premium rates; a study of the 
effect on non-forfeiture values of the substitution of mortality tables 
based on recent experience for those specified by existing legal require- 
ments; a study of the effect on policy dividend scales of the use of 
tables representing recent experience, so as to determine the degree 
of increased equity which might result from their use; a determination 
of the relative safety of companies maintaining reserves according to 
modern tables as contrasted with those maintaining reserves in accord- 
ance with present legal requirements ; a survey of existing legal require- 
ments as an index to the amount of legislation that would be required 
to place any important recommendations into effect. 

The report? of the committee, which was adopted at the Biloxi 


1Report of the Committee to Study Non-forfeiture Benefits and Related 
Matters, published by the Actuarial jiety of America and the American 
Institute of Actuaries by permission of the National Association of Insurance 
Commissioners. 
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meeting of the Association in December 1939, set out in detail the uses 
of mortality tables and the effects of a change therein on the business. 
There were several points of major importance developed in the report, 
which related to fundamental elements involving the substitution of 
tables based on modern experience for existing tables. First, the report 
demonstrated clearly that no mortality table, which was practical as a 
valuation standard, could be depended upon to provide margins for the 
meeting of catastrophes such as wars or epidemics, that an increase in 
the valuation net premium has practically no relationship to the problem 
of making provision for such calamities, and that available margins 
must be provided for out of current and accumulated earnings, regard- 
less of their source. Second, it was pointed out that companies would 
be required to collect as much in the aggregate to provide insurance 
protection to their policyholders when using modern tables as when 
existing tables are used, inasmuch as aggregate reserves would not be 
decreased and disbursements of the companies would not be decreased 
by such change so long as non-forfeiture values remained dependent 
upon reserves. This conclusion, of course, is consistent with the fact 
that gross premiums for non-participating insurance are now computed 
on the basis of modern tables of mortality and that dividends paid by 
mutual companies offset any redundancies in participating premiums 
resulting from the use of the older tables. Third, it was shown that 
the incidence of the cost of insurance to policyholders might be varied 
somewhat by plan, age and duration, since the application of existing 
surrender charges to changed reserves might change the amounts of non- 
forfeiture benefits at many points. To me, this was a strong argument 
for permitting the companies to use modern tables, particularly with 
participating insurance, where their use would apparently facilitate the 
determination of equitable dividends. 

That the use of modern tables would facilitate equity in dividend 
distributions was also shown in the report. In the usual three-factor 
formula, when the American Experiénce table is the valuation basis, 
mortality margins available for dividends when the experience is normal 
are usually large at the lower ages, decreasing with increase in age so 
as to become small or non-existent at the higher ages, loading margins 
are reasonably level by ages and durations, and the interest factor 
usually increases with duration as policy reserves exposed to excess 
interest increase with duration. The first and third of these factors are 
offsetting as to their effect on dividend increase. With the low interest 
margins now available, it becomes probable and, as a matter of fact, 
usual, that the mortality factor may exceed the interest factor and that 
dividends to policyholders may be caused to decrease with duration of 
the insurance, a condition which, from the standpoint of the companies, 
is undesirable because of the past experience of the public, which has 
long regarded dividends increasing with duration as normal. With the 
substitution of modern tables as valuation standards, the mortality 
element, instead of being especially large at the lower ages, would be 
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spread more finiformly throughout the life of the policy. Hence, the 
normal increase in the interest factor would be reflected directly in 
the dividend scale and there would be comparatively little difficulty 
in maintaining a satisfactory pattern of policy dividends. 

The committee concluded, however, that an amendment to the statutes 
limited to the permissive use of modern tables was insufficient and that 
an extensive study of the bases used by the companies in granting non- 
forfeiture benefits should be made with a view to the determination of 
the necessity of the prescribing of tables based on recent experience 
for the purpose of fixing such equities. The committee making the first 
report was reappointed for the purpose of making this further study. 

The reappointment of the committee was followed by many meetings, 
public hearings, the issue of questionnaires, the analysis of information 
thus secured, and the analysis of suggestions received from state in- 
surance departments, insurance company associations, and individuals. 
During this period of the committee studies, both the Actuarial Society 
of America and the American Institute of Actuaries held extended 
discussions at their meetings on matters having the attention of the 
committee. Thus, it will be seen that the committee was in receipt 
not only of mere factual information, but also of expert opinion from 
many sources. 

The report? of the new committee, which was presented to the 
National Association of Insurance Commissioners in October 1941, 
recommended legislation under which life insurance policies would be 
required to contain provisions for equitable non-forfeiture benefits 
calculated on the basis of appropriate mortality tables reasonably repre- 
sentative of current experience, the adoption of the Commissioners 
1941 Standard Ordinary Mortality Table, constructed by the committee, 
and the 1941 Standard Industrial Mortality Table, as appropriate, the 
divorcement of the mortality and interest basis used for the calculation 
of non-forfeiture benefits from that used in calculating policy reserves 
and the recommendation was made that, if the reserve basis used by 
the company was more conservative than the actuarial basis of the non- 
forfeiture benefits granted by more than a specified interest margin, 
the company would be required to establish a system of surrender divi- 
dends on such basis as would result *». equity to both the withasewing 
and continuing policyholders. 

The report of the committee was not received without scrutiny on 
the part of the Association and by the insurance business. A special 
committee of commissioners, appointed for the purpose, gave it careful 
consideration and the insurance business, after a succession of meetings 
of company representatives, submitted a complete redraft of the model 
legislation contained in the committee report accompanied by detailed 
criticism of the model legislation. These suggestions were carefully 
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considered by the committee of commissioners, consultations were had 
with representatives of state insurance departments not represented on 
the committee, and the original committee was asked to analyze the 
alternate suggestions for the benefit of the committee of commissioners. 

In some ways, the company proposals contained improvements and 
refinements of the original program and some of the suggestions for 
changes contained therein were quite acceptable. Careful study was 
given to these alternative proposals as well as to important suggestions 
made by several state insurance departments which were merged into 
the program. At the Denver meeting of the Association in June 1942, 
two model bills, embodying the original program amended as a result 
of acceptable alternative proposals, were presented to the Association by 
the committee of commissioners accompanied by a memorandum by the 
committee of actuaries supporting the new legislative drafts. These 
model bills have become known as the Standard Non-forfeiture and 
Valuation Laws.’ In order that ample time might be available for study 
and consideration by all parties, the matter was deferred for action by 
the Association until its December 1942 meeting in New York. At that 
meeting, the completed program was unanimously adopted by the Asso- 
ciation and the way was thus made clear for legislative action in the 
various states. The model legislation so devised, therefore, representing 
a reconciliation of the views of all interested parties, may be considered a 
representative program which is reasonably acceptable to the supervisory 
authorities and the insurance business country-wide. 

The model legislation thus approved and adopted by the National 
Association of Insurance Commissioners contains provisions which may 
be summarized as follows: (1) that policies must make provision for 
minimum non-forfeiture benefits in the form of cash values and fully 
paid up insurance, (2) that calculation of such benefits must be made 
according to a formula, not dependent on a system of surrender charges, 
called the Adjusted Premium Method, on the basis of the Commissioners 
1941 Standard Ordinary Mortality Table or the 1941 Standard Indus- 
trial Mortality Table, as appropriate, and a rate of interest not exceeding 
three and one-half percent, with special treatment of extended insurance 
on account of possible adverse experience, (3) that non-forfeiture 
benefits must be provided at all points of the policy patterh where the 
formula produces a value, (4) that reserves be established for various 
classes of policies on a basis of minimum aggregate amounts according 
to specified mortality tables and suitable rates of interest without 
reference to the pattern of reserves on individual policies, (5) that a 
new modified preliminary term method, to be known as the Commis- 
sioners Reserve Valuation Method, which, it is hoped, will eliminate 
the differences in reserve requirements among the various states, be 
established, (6) that, if the rate of interest used for policy reserve 
valuation is less by more than one-half percent than the rate used in 
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calculating non-forfeiture benefits, such equitable adjustment will be 
made in the non-forfeiture benefits as the commissioner will approve, 
and (7) that minimum reserves be established according to realistic 
standards in the case of special benefits such as annuities, and disability 
and accidental death benefits. 

The history of the model legislation as I have given it conveys 
very little in the way of detail as to its provisions, the effect it will 
have on company operations and what it will do for the policyholder. 
While its purpose is primarily to modernize the actuarial bases on which 
life insurance companies operate, to remove any basis for criticism of 
state supervision and the business with respect to this matter and to 
modernize the antiquated standards contained in the laws of various 
states, it is important that the practical effects should be considered. 
Considerable literature has already appeared on the subject and much 
discussion has taken place, particularly at meetings of the actuarial 
bodies, but specific conclusions dollar-wise are difficult of attainment. 
So many elements, involving neither the tables themselves nor the 
particular formula used for calculation of non-forfeiture benefits, inject 
themselves that unqualified general statements are impossible. 

The determination of a suitable mortality standard for the calculation 
of non-forfeiture benefits which might also be suitable for reserve 
purposes involved a considerable amount of study of mortality statistics 
and a careful review of available tables as to their suitability for these 
purposes. Mortality statistics on industrial insurance showed character- 
istics which indicated that, if a table based on recent mortality experience 
were to have been constructed by the committee, it would have been 
almost a duplicate of the 1941 Standard Industrial Mortality Table 
which has already been mentioned. The construction and promulgation 
of a new table was unnecessary. The rejection of the 1941 Standard 
Industrial Mortality Table in the interests of mere originality, or for 
one which would have been based on a broad foundation of statistics 
derived from many companies but leading to the same results, would 
have been an imposition on the insurance business and the existing 
table was accepted without question. 

In the case of ordinary insurance, however, an entirely different 
situation presented itself. The committee had before it the American 
Experience table, promulgated in 1868, and the American Men table 
of mortality, constructed at the request of the National Association of 
Insurance Commissioners in 1918 by the Actuarial Society of America 
and the American Institute of Actuaries and based on mortality experi- 
ence from 1900 to 1915. It had been demonstrated, however, that there 
had been so much improvement in mortality in the younger ages and 
that the table provided such narrow margins, comparatively, at the 
higher ages that a new table was indicated. It was concluded, also, 
that a general table for use by all companies should reflect recent 
mortality as accurately as possible and that necessary margins to meet 
the particular requirements of the business should be provided on a pre- 
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determined formula basis. The outgrowth of these conclusions was the 
construction of the Commissioners 1941 Standard Ordinary Mortality 
Table, now known among actuaries generally as the CSO Table. 

In constructing this table, the committee made use of mortality data 
collected over a period of years by the Actuarial Society of America 
though its mortality committee, which reports annually on the select 
mortality experience on policies issued since 1925 and ultimate mortality 
on policies issued prior to that year. This body of statistics, although 
comprising the entire mortality experience of some 15 or 16 of the 
largest life insurance companies in the country on policies issued after 
1925, did not provide a sufficient amount of data at the higher ages. 
Hence, it was necessary for the committee to procure considerable sup- 
plementary data, most of which was supplied by the same contributing 
companies. Most of the supplementary data related to the ultimate 
experience on policies issued prior to 1926. The merger of the old and 
new data, the elimination of the effects of spurious selection, the forma- 
tion of a junction between the curves of mortality based on the material 
collected by the Society committee and that collected by the Commis- 
sioners committee and the extension of the table to juvenile ages created 
an interesting actuarial problem. 

It will be seen that it was the aim of the committee to provide the 
life insurance business with a table which represented average mortality 
of all the companies over a recent period with the addition of margins 
to the rate of mortality at each age sufficient to absorb differences 
in mortality among companies which would develop as a result of 
geographical distribution of policies, varying underwriting standards, 
varying distribution of policies by economic class of policyholders, and 
variations based on other factors which tend to create differences in 
the mortality among companies. At the same time, the margin imposed 
was chosen to be of such a shape that, although it would result in 
increasing net premiums, it would have comparatively small effect 
on the individual policy reserves. Hence, the reserves produced by the 
completed table differ comparatively little from the reserves produced 
by the underlying table without margins. The margin is also of such 
a shape that it is greatest where the fluctuations in the rate of mortality 
are likely to be widest and tend to decrease with advancing age, decreas- 
ing sharply at the very old ages where fluctuation is least. 

In the first report of the committee, it was concluded that variation 
in the choice of a mortality table to be used for valuation purposes 
would make very little difference in the aggregate reserves of most 
companies, although the reserves on individual policies might be con- 
siderably disturbed by the introduction of a new table. The aggregate 
reserve, by reason of offsetting factors, would be changed very little. 
It was developed that a change in rate of interest without a change in 
the mortality table constituted a much more important factor in vary- 
ing the level of the aggregate reserves than any reasonable change in 
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mortality basis. With these thoughts in mind, the committee recom- 
mended the permissive use for reserve valuation purposes of any table 
of mortality which would produce aggregate reserves as large as those 
produced by the new standard described. These factors give rise to the 
conclusion that there is no great importance in what mortality table 
is used for the purpose of determining the amount of reserves a company 
should hold so long as a suitable net premium valuation method is 
maintained. This situation does not hold, however, when the calculation 
of non-forfeiture benefits is involved. 

In the preceding paragraphs there was pointed out the considerable 
degree of freedom that can be allowed in the choice of standards for 
the calculation of reserves. This matter is one which relates directly 
to solvency of the insurance carrier and the insured is not directly 
concerned with it as a matter of contract. He is concerned with it only 
in connection with the extent that the basis determined by the company 
and the supervisory authority may be reflected in the cost of his insur- 
ance, as it will be by reason of the setting aside of greater or less sums 
from year to year. If the insured survives to maturity of the policy, 
the total amounts so set aside will have been liquidated and the cost 
of his insurance may actually have been reduced by reason of the setting 
aside of large reserves since interest will have been earned on a larger 
fund. In the case of death, the cost of the insurance to the policyholder 
may have been somewhat higher by reason of the setting aside of the 
higher reserve since the amount held in reserve does not change the 
amount of the payment. In the case of voluntary withdrawal, there 
would be no effect on the cost if the withdrawal values are properly 
calculated on an accurate “asset share” basis at the inception of the 
contract. However, since an “asset share” computation would not always 
produce values within allowable margins at the present time, and it is 
probable that asset share calculations would not reproduce all the values 
currently granted, it is evident that a change in table, if accompanied 
by change in the non-forfeiture benefits, would affect the cost of insurance 
in ways difficult to specify. 

It has been pointed out that the insured has no direct interest in 
the formula or basis on which reserves are calculated. On the other 
hand, it can be pointed out that the state has no direct interest in the 
amounts which are allowed to policyholders as non-forfeiture benefits. 
Normally, non-forfeiture benefits would constitute a matter of contract 
between the insured and the company and, were it not for the advan- 
tageous position in which the company finds itself by reason of the 
fact that the contract is unilateral in nature, it might be that the state 
would be justified in refusing to legislate on the subject. As a matter 
of fact, there are numerous states which have never legislated on the 
subject of non-forfeiture benefits. However, that does not indicate the 
lack of necessity for such legislation. Undoubtedly, such states benefit 
from the legislation of other states applicable to companies operating 
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within their borders. In spite of such absence of legislative enactment 
in some states, it may be stated that almost universally non-forfeiture 
benefits are fixed by operation of state statute at the present time. 

Public necessity has brought about the protection that policyholders 
need with respect to this matter. Since the injection of the state into 
the making of the contract of insurance does not involve a matter of 
solvency but involves only company-policyholder relationship, it is 
evident that any statutory regulation should be limited to what public 
necessity actually demands. The committee attempted to observe this 
precept and limited the proposed legislation to the establishment of 
minimum non-forfeiture benefits. It did not attempt to enter the field 
of determining the equitable amount which each company should grant. 
Experience has indicated that legislation establishing minimum benefits 
will operate to place competition on a plane somewhat above the 
minimum, and competition will be the determining factor in fixing 
equitable values on the part of individual companies in the future as 
it has heretofore. 

In the determination of non-forfeiture benefits, the aim of the com- 
mittee was indicated in its report by the following: “It should be the 
objective of the state to establish minimum non-forfeiture benefits on 
such a basis that continuing policyholders will not be unduly penalized 
on account of the granting of excessive non-forfeiture benefits to policy- 
holders who terminate their contracts, but the withdrawing policyholders 
should be granted the largest values which can be granted without 
violating this condition.” It was this principle that required the use 
of a table faithful to current experience and the development of the 
so-called adjusted premium formula which is written into the new laws 
and which specifies the minimum benefit which a company may grant 
on lapse or surrender of a policy, either in the form of cash or in the 
form of fully paid-up insurance. 

The non-forfeiture benefits formula developed by the committee, 
which is known as the “adjusted premium method,” involves factors 
fixed at levels which produce values which represent the minimum 
amounts which a company should have accumulated at any duration 
out of premiums received from the policyholder after having made 
appropriate charges for all expenses and claims subject to proper 
recognition as to incidence. These include the expenses of preparing 
the policy, the marketing thereof, the collection of premiums thereon 
and the payment of taxes. In the computation, of course, due credit 
must be given for the interest which the company is able to earn on 
its assets. In fixing the level for the minimum non-forfeiture benefits, 
it was not the purpose of the committee to choose the experience of 
the most economically managed companies, nor even of companies having 
average expense levels. Instead, it was the purpose of the committee 
to fix the factors at a level which would roughly represent those char- 
acteristics of the operating results of medium sized and well managed 
companies operating at a considerably higher than average expense rate. 
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The effect of this approach is that any properly operated company 
should have no difficulty in meeting the requirements. If any company 
finds it difficult to meet the minima established, it is probable that it 
is extravagently managed and its premium rates would be required to be 
raised above normal levels, thus disclosing its inefficiency in a practical 
way and competitive forces would begin to operate to bring about the 
proper changes. 

The formula for the determination of minimum non-forfeiture benefits 
was established only after a careful study of the operations of many 
companies and is designed to give recognition to the so-called “asset 
share” principle under which effort is made to determine as nearly as 
possible the actual accumulations of funds expected to be made on every 
policy during its term. In this way, the benefits available at lapse are 
made consistent with the factors of operation. Variation in experience 
after the policy has been issued can be adjusted for by normal procedures 
in the proper allocation of dividends, a procedure which is now depended 
upon by the companies to make up for all the inequities which would 
result from the use of obsolete tables, were it not for the availability 
of this procedure. However, the efficacy of this procedure may be 
open to some question when factors of experience depart widely from 
the underlying actuarial assumptions. 

One element which should be referred to specifically is the elimina- 
tion of the three-year period following issue during which the company 
is now under no legal obligation to provide non-forfeiture benefits. 
This is equitable in connection with low premium plans of insurance. 
In connection with high premium plans, failure to grant such a value 
on lapse at shorter durations would certainly appear to discriminate 
against the lapsing policyholder. In the new legislation, this limitation 
is removed and a benefit of a stipulated value will be required whenever 
the formula produces a value. In some cases, this may be the first, 
second, third, or even later policy year, depending on age and on the 
plan of insurance. 

It is certain that the term of the extended insurance available at 
lapse to policyholders at the younger ages will be substantially increased. 
This will occur in spite of the fact that companies will be permitted to 
use a special mortality table showing higher than the regular assumed 
rates of mortality for the purpose of calculating extended insurance. At 
the higher ages, the reverse will be true and the minimum terms of 
extended insurance will be permitted to be slightly reduced. Since these 
changes are consistent with the trends in actual mortality experience, 
they must be regarded as consistent with principles of equity. 

The minimum non-forfeiture benefits available are fixed by the cash 
value, which is calculated according to the adjusted premium method, 
and cash values are required in all ordinary policies after three years 
and industrial policies after five years. Prior to the third and fifth 
years respectively, the insurance non-forfeiture benefits are based on a 
theoretical cash value similarly calculated. Paid-up insurance must also 
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carry a cash value at each policy anniversary. However, certain term 
policies and term benefit supplementary provisions are exempt, but only 
where the formula would produce a value of insignificant amount. 
The making of a requirement for cash values, in addition to a require- 
ment for non-forfeiture benefits in the form of insurance, may be 
regarded by some as unnecessary, particularly in view of the precept 
recognized by the committee of limiting legislation interfering with 
complete freedom of contract as much as possible. As controlling, how- 
ever, the committee recognized the present requirements of many states 
in this matter, current company practice which includes this benefit in 
most policies as well as the practical view that most states would insist 
on such a requirement. 

During the legislative sessions of 1943, bills based on the model 
legislation approved by the Association were introduced in some twenty 
state legislatures. At the close of the sessions, it was found that the 
model legislation had become law in the States of Maine, New Hamp- 
shire, Massachusetts, New Jersey, Delaware, Maryland, Indiana, Illinois, 
Michigan, Nebraska, New Mexico, California, Missouri and Wisconsin. 
It is evident, therefore, that the program has had an excellent start. 
In the year 1944, by reason of the fact that only seven legislatures of 
states which have not enacted this legislation are meeting, this group 
will not be increased by any substantial number. The legislation has 
already been enacted in Virginia and Kentucky this year. The year 
1945 is an important legislative year and it is anticipated that most 
of the remaining states will consider the legislation in that year. 

Obviously, a program such as this could not be expected to receive 
unanimous support of all the companies, the public and of all the insur- 
ance commissioners. However, comparatively little opposition developed 
in legislative halls. Most of the opposition appeared while the program 
was being considered by the National Association of Insurance Com- 
missioners. Most of the points raised then were resolved. There was 
some fear on the part of a few companies that they might be required 
to increase non-forfeiture benefits above those now being granted by 
them. Some indication of opposition, emanating from a few companies 
because of the requirement for the granting of non-forfeiture benefits 
prior to the third policy year, was present, but this is a requirement which, 
in the opinion of the committee, is made necessary by reasons of equity. 

Some opposition developed before the Association, near the close of 
the program, because of the large amount of administrative work which 
might be forced upon companies as a result of the necessity for re- 
calculating premium rates, non-forfeiture benefits and redrafting policy 
forms. It was to meet the opposition, based on this very pressing 
problem, and which is aggravated by the war, that the mandatory 
effective date of the legislation was moved forward to 1948, thus giving 
an ample period, even in war time, for the enactment of the legislation 
in the various states, the preparation of appropriate derived tables and 
the adaptation of company operation to the new program. 
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In making the transition from the old to the new basis, much assist- 
ance will be available to the companies. The Actuarial Society of 
America and the American Institute of Actuaries have undertaken the 
publication of extensive monetary and derived tables based on the 
Commissioners 1941 Standard Ordinary Mortality Table. Seven rates 
of interest from 2% to 314% progressing at quarterly intervals will 
form the basis for seven volumes of such tables. They will contain 
elementary values, net annual premiums on the level and preliminary 
term basis, adjusted premiums, accumulation factors and net single 
premiums for the kinds of insurance necessary to compute the non- 
forfeiture options. Supplementary material on the 130% basis will 
also be issued. 

This information is to be given for twenty-seven plans of insurance. 
It is understood that tables of mean reserves and terminal reserves will 
follow in the form of additional volumes. These are to be prepared at 
such rates of interest as appear to be necessary for use by the various 
companies. With this plan in operation, it is clear that companies 
generally will be saved much of the burden of computation and that 
duplication of effort will be avoided. This operation is probably the 
largest cooperative undertaking in the production of actuarial tables 
that has ever occurred in the life insurance business. 

In one or two states, some opposition developed on the part of super- 
visory authorities who objected to the calculation of non-forfeiture 
benefits according to mortality and interest bases differing from those 
used in calculating policy reserves. This opposition was based on the 
theory that the insured is entitled, on surrender of his policy, to a fixed 
amount approaching the amount of the reserve set aside on his policy 
by the company. The committee has maintained consistently that the 
amount of reserve set aside on the individual policy does not necessarily 
represent the equity of the insured in the funds of the company. The 
amount so developed is purely arbitrary, as established by statute, and 
does not represent the accumulation of funds derived from the con- 
tribution of the insured by way of premiums less expenses and costs of 
mortality which is the equitable amount that the insured should be 
entitled to receive on separation from the company. The adjusted 
premium method is designed to produce this accumulation as nearly 
as may be. However, the committees involved made considerable con- 
cessions in meeting the objections of these states when a maximum 
differential which might be introduced between the respective bases was 
established. While this has met most of the objections and has made 
the legislation acceptable in some jurisdictions where it might other- 
wise have failed to receive the sponsorship of the insurance com- 
missioner, it must be recognized that this limitation might operate 
merely to prevent an insurance company from maintaining policy reserves 
on as conservative a basis as it might feel to be necessary in the interest 
of solvency. In the alternative, the limitation might merely cause the 
company to hold such amount as it considered necessary for solvency 
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in free surplus instead of reserves. Hence, it might accomplish little 
in the way of forcing an increase in the non-forfeiture benefits which 
the company might have fixed as suitable. Fortunately, the maintenance 
of a reasonable differential in the statute will permit of the flexability 
desired and any increase in non-forfeiture values which might be required 
as a result of the amendment is made dependent on the factor of equity. 

Only one other important criticism has developed. This arises from 
companies apparently wishing to maintain the status quo with reference 
to the forms of policies now being issued and the non-forfeiture benefits 
granted therein. The inconsistency between the use of the new tables 
for calculating non-forfeiture benefits and older tables for valuation has 
been extensively developed. It has been pointed out that many operating 
difficulties and numerous inconsistencies would result if mortality tables 
now in use were continued for valuation purposes and the new tables 
were used for non-forfeiture benefits. The reasons why any company 
would wish to maintain such a relationship of tables has never been 
fully explained. To many, since the only excuse for the continuance 
of the older tables is that companies can be equitable in their opera- 
tions while using them, these inconsistencies are the strongest possible 
argument for the adoption of the new tables. The advantages of the 
new plan, so far as policyholders are concerned, are so overwhelming 
that the inconvenience of companies in making the change from the 
older tables to the new is insignificant in comparison. 

From the standpoint of company operations generally, the situation 
involving the use of the older tables is becoming more and more difficult. 
So long as interest rates remained at high levels, it was comparatively 
easy for company actuaries to do equity to policyholders by way of non- 
forfeiture benefits and dividend distribution while using the American 
Experience table for reserve and other purposes. As interest rates decline, 
this becomes more and more difficult. Margins arising from mortality 
savings, which have heretofore supplemented margins from interest, 
become necessary to offset interest deficiencies and such margins bear 
such relationship to the incidence of interest deficiencies that it is not 
possible to produce equity in dividends to policyholders of mutual com- 
panies without analysis of earnings on the basis of standards having 
the same basic characteristics as those included in the model legislation. 
In some cases equity will demand decreasing dividends with duration. 
Modern tables for all purposes will probably cure this situation with 
respect to policies to be issued in the future. 

The foregoing discussion contains little reference to the disability 
and accidental death benefits issued as supplements to many life insur- 
ance policies or to annuity contracts. While the committee’s assignment 
did not appear to involve these subjects, it was necessary that specific 
recommendations be made with respect to valuation standards for these 
benefits. In the case of each, well recognized and reliable mortality and 
morbidity tables based on recent applicable experience were chosen. 
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These were written into the Standard Valuation Law subject to the 
same maximum rate of interest as was made applicable to insurance. 

So far as non-forfeiture benefits are concerned, it is generally recog- 
nized that the experience data underlying the morbidity and accidental 
death tables in current use are insufficiently representative of individual 
company experience and the reserves accumulated on individual policies 
are usually too small to warrant any requirement for the granting of 
non-forfeiture benefits. In the case of annuities, the payment of cash 
values at any contract duration where the accumulation of reserves 
involves the element of survivorship of the annuitant is incompatible 
with sound underwriting. However, equity does require the granting of 
a suitable non-forfeiture benefit in the event of lapse of a deferred 
annuity contract during the premium paying period and many state 
laws now recognize these principles. 

Fundamentally, existing laws with respect to annuities are quite 
consistent with the new statutes. In many states, the reserve standard 
is subject to variation by the Commissioner and the non-forfeiture benefit 
required in the case of deferred annuities is entirely independent of the 
reserve standard. In most cases, it consists of a paid-up annuity for an 
amount which bears that proportion to the annuity provided at maturity 
of the contract which the number of premiums paid bears to the total 
number payable, some adjustment being made in the event of lapse 
during the early years. The “adjusted premium” method, however, 
subject to appropriate changes in some of the constants, is quite suitable 
for application to annuities, and it is possible that some of the states 
might supplement the Standard Non-forfeiture Law with consistent 
legislation on annuities. 

Nothing has been said in the foregoing discussion with regard to the 
interest element in the calculation of reserves and non-forfeiture benefits. 
It is well known, with respect to all financial institutions, that the 
rate of interest available on investments has declined materially. In the 
field of life insurance, where the earning of interest is a fundamental 
requirement to the maintenance of reserves, this is a vital matter. Out- 
standing policies in many companies contain reserve provisions requiring 
the earning of interest at a net rate, after investment expenses, of not 
less than 344%. The return on available investments suitable for life 
insurance companies falls considerably below this rate. Economists tell 
us that this situation is likely to continue for many years to come. 
Companies must adjust their operations to the new conditions. 

That reduction in assumed interest rates is necessary is apparent to 
all. To make such reductions under existing statutes requires substantial 
increase in payments to discontinuing policyholders, measures which 
would affect the equitable relationships between continuing and dis- 
continuing policyholders in a way which would be regarded as adverse 
by many. The new legislation, by divorcing the non-forfeiture and 
reserve standards to a limited degree, permits of such flexibility that 
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security to policyholders generally may be increased without requiring 
the companies to pay out that increased security as increased non- 
forfeiture benefits with resultant discrimination against continuing 
policyholders. That is the crux of the situation requiring legislation at 
this time. Interest rates assumed for reserve purposes must come down 
in the interests of solvency. The new legislation provides a way of 
helping to bring about this result. 

A number of studies have been made to determine if the adoption 
of these proposals will increase or decrease the cost of insurance to 
policyholders. The proposals themselves, if applied without change in 
interest assumptions, would make very little difference in the aggregate 
cost generally. On the other hand, their full application can permit use 
of methods which would result in the reduction in what the cost to 
policyholders who remain with the company should properly be if the 
American Experience table, its related obsolete tables and existing 
non-forfeiture laws, were continued in the business on the basis of 
interest assumptions reduced to the same extent as would be deemed 
suitable with the new table. 

So far as the life insurance business is concerned, the enactment of 
these laws will mean major changes in the fundamental actuarial bases 
of operation of the companies. The public will be benefited by being 
assured that the calculations on which the premiums, dividends and the 
benefits under their policies are based reflect conditions as to mortality, 
interest and company operating expenses which are realistic as to what 
may be expected in the way of future experience. Fairly substantial 
equity in the important elements is undoubtedly achieved under current 
conditions, but how this can occur, when the companies refer in their 
policies to tables of mortality based on experience of the eighteen sixties, 
is a mystery to almost everyone except an actuary. 

The program of enacting the Standard Non-forfeiture and Valuation 
Laws in the various states has been characterized as the streamlining 
of the actuarial fundamentals of the life insurance business. It will 
remove from state laws antiquated statutory statistical limitations and 
substitute a modern basis on which life insurance can progress in the 
interest of policyholders and the public. The completion of the program 
will remove many popular misconceptions regarding the operations of 
life insurance companies, it may permit of certain minor simplifications 
in the life insurance policy, it will make life insurance a little easier 
for the agent to explain and, above all, it will lead to increasing equity 
in the distribution among the great body of policyholders of the benefits 
provided by their policies. 























REVIEW OF LIFE INSURANCE IN 1943 
By Rosert B. Mrrcwe.i* 


For life insurance, 1943 was more notable for its important trends 
than for their culmination into historical landmarks by which the 
year would thereafter be known. It was a period of gestation rather 
than fruition. 

Even at the year’s end it was too early to guess what the final results 
would be. Federal supervision of insurance growing out of the govern- 
ment’s case against the stock fire companies and the Polish National 
Alliance; adoption of a reserve basis for life insurance that would 
divorce the long standing union of reserves and surrender values and 
introduce a really modern mortality table; compensation plans for 
agents that would be better for the producers, the public and the 
companies; cooperation of all life companies in a permanent public 
relations program; merger of the Life Presidents Association and 
American Life Convention; a similar move by the Actuarial Society 
of America and the American Institute of Actuaries; a new and 
improved annual statement blank; common stocks as investments for 
life companies generally; non-medical insurance; general adoption of 
“group permanent” plans by group-writing companies; expansion of 
savings bank life insurance; efforts at broadening social security—all 
these were cooking during the year but could not be said to have 
jelled into final form. 

Underlying all of 1943’s developments, speeding up some trends and 
holding others back, was the ever-present fact of the war. Yet even 
though the war pervaded nearly all activities it could hardly be said to 
have had any single major result for life insurance during the year. 

Though not threatening the same drastic immediate consequences 
for life insurance as for property insurance, the possibility that the 
federal government might supersede, at least to some extent, the long 
standing system of state supervision of insurance was undoubtedly the 
major development of 1943. Though the Federal anti-trust division 
had opened its guns on the South-Eastern Underwriters Association 
the previous year, all the developments after the obtaining of the 
indictment and right up to the oral arguments before the U. S. Supreme 
Court on the anti-trust divisions appeal from the S.E.U.A.’s successful 
demurrer plea, took place in 1943. 

While it was of course the stock fire companies’ battle, it was clear 
that if the Supreme Court were to hold fire insurance to be within the 
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scope of the federal government’s regulatory power, all other forms of 
insurance, including life, would inevitably be included immediately or 
eventually. 

Several years ago when the Temporary National Economic Com- 
mittee, headed by Senator Joseph C. O’Mahoney of Wyoming, was 
investigating the life insurance business there was some concern lest 
it be used as a means of bringing about federal supervision of insurance. 
However, life company executives have not displayed grave concern 
over the implication of the anti-trust division’s moves against the stock 
fire insurance companies. Life company organizations have gone on 
record as favoring a continuation of state supervision but on the other 
hand they took no official stand on the bills introduced in Congress 
with the aim of reaffirming Congress’s intent that insurance is to be 
regulated solely by the states. 

It may have been that life company officials were confident that the 
venerable Paul v. Virginia decision of the U. S. Supreme Court that 
insurance is not commerce would be upheld in the S.E.U.A. and Polish 
National Alliance cases or else that in spite of earlier misgivings about 
what the TNEC investigation might bring, federal supervision would 
not prove too onerous. As far as the anti-trust law is concerned, which 
is all that is immediately at issue in the S.E.U.A. case, the life com- 
panies have got away from practices which might conceivably be regarded 
as combinations in restraint of trade if insurance is to be viewed as a 
form of trade. Since the TNEC investigation scrutinized the practices 
of group writing companies in the former Group Association and of 
certain non-participating companies in putting out identical rates 
simultaneously these practices have been dropped and there would seem 
to be little that would give even the most zealous prosecutor any basis 
for an anti-trust action against any life company. 

The idea has been advanced, though with nothing but circumstantial 
evidence to support it, that the government’s prosecution of the stock 
fire companies had as its real goal the imposition of federal control 
over the billions of dollars of funds in the hands of the life companies. 
In support of this surmise it is pointed out that the principal objective 
of the life insurance phase of the Temporary National Economic 
Committee investigation was the so-called concentration of economic 
power represented by life insurance investments. It was evident at the 
hearings that the Securities and Exchange Commission, which presented 
the information to the TNEC, was trying to prove that life companies’ 
administration of these billions of dollars might not be in the interests 
of the country’s economic welfare. 

Whether the current moves to establish federal sway over fire insur- 
ance are also aimed at federal jurisdiction over investments of life 
companies, or whether the holders of such views are merely seeing 
bears under the bed, it seems reasonable to suppose that once the power 
of the federal government over insurance were established there would 
be efforts to exercise control over life company investments. 
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During 1943 substantial progress was made toward the general adop- 
tion of a reserve basis and mortality tables designed to meet modern 
conditions of interest levels and death rates. About a dozen states at 
their 1943 legislative sessions passed laws making it possible to use 
the so-called Guertin basis. This plan, formulated by a committee 
headed by Actuary A. N. Guertin of the New Jersey insurance depart- 
ment, had been endorsed late in 1942 by the National Association of 
Insurance Commissiorers after a long period of study. 

Continued low interest rates made it desirable to use a more con- 
servative interest assumption than 3% in figuring reserves. However, 
lowering the interest assumption, thereby increasing the reserves as 
compared with the 3% basis, would to that extent put the companies 
further into the demand banking business. The need for keeping funds 
liquid in order to meet these demands would necessitate a higher 
proportion of cash and easily saleable securities on which interest 
earnings would be practically zero. By separating the basis used for 
surrender values from that used in computing policy reserves the 
Guertin plan tends to keep the demand obligations for funds lower 
than would otherwise be the case. 

Unfortunately New York was one of the states where the Guertin 
bill failed of enactment. The legislature passed the measure but 
Governor Dewey, having only recently taken office, was unwilling to 
approve the measure without ample time for studying it. Thus New 
York’s prestige and leadership in insurance matters, which might have 
helped speed the passage of the bill in states where legislation is neces- 
sary, was missing. About twelve states will accept the Guertin plan 
without legislation, leaving about half the states in the union where 
legislation was still needed before the plan could be universally adopted. 

Along with the Guertin plan would go the use of a mortality table 
based on modern experience, the Commissioners Standard Ordinary 
table. While adoption of such a table would have little if any effect 
on the over-all cost of life insurance to the public, it would have the 
merit of preventing uninformed or self-seeking critics from using their 
favorite argument, the fact that life insurance companies use an obsolete 
mortality table which does not reflect the improvement in the death 
rates that have taken place since it was drawn up many years ago. 

Annual statements filed on March 1 showed that the companies had 
finally reached a goal toward which they had long been working: an 
end of the drain from surplus caused by disability business during the 
previous 15 years. There was a gain for 1942 of $622,986, according 
to annual statements filed with the New York insurance department. 
Disability losses were occasioned by the necessity of putting up higher 
reserves than had been contemplated in setting the rates for the coverage. 

Part of the bad experience on income disability business was due to 
outright faking by claimants. Some was also due to a tendency to 
exaggerate the seriousness and duration of disabilities. This tendency 
was accentuated by the fact that many policyholders during the depres- 
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sion succeeded in using their disability policies as a form of unemploy- 
ment insurance. Most of the losses, however, in excess of what were 
looked for in fixing the rates, were due to legitimate claims. 

Having got their reserve for disability on an adequate basis, the 
companies turned to bolstering their annuity reserves. The statements 
filed in 1943 showed that companies licensed in New York state experi- 
enced a loss in surplus of just under $52 million for 1942. Changes 
in the valuation basis of annuity reserves accounted for a total of 
$67 million being added to annuity reserves. 

The year brought no improvement in the rate of interest return on 
life company portfolios but with government bonds virtually the sole 
investment medium available, a reversal of the downward trend in 
earnings was hardly to be expected. However, companies were enabled 
by the near-inflationary prices for farm and urban properties to improve 
their investment position by selling much of the foreclosed real estate 
which they had had on their shelves since the depression years. The 
tendency was to sell at a reasonable price rather than to hold out for 
the top dollar. This course was praised by government officials who 
were interested in preventing a runaway inflationary market in real estate. 

The long-controversial question of the propriety of common stocks as 
life company investments loomed up again during 1943, this time under 
auspices not to be dismissed lightly. At an economic conference of the 
Chicago chapter of Chartered Life Underwriters, Neil Jacoby, professor 
of finance and Secretary of the University of Chicago, a member of 
the important Committee for Economic Development, urged that banks 
and insurance companies immediately set about determining how they 
can furnish equity financing to private enterprise after the war. His 
theme was that an undue proportion of debt financing is a bad thing 
for the national economy. He said that the supplying of risk capital 
by private financial institutions is essential if the enterprise system is 
to be perpetuated. 

Though many life company executives are still strongly of the opinion 
that common stocks are not fit investments for a life insurance company, 
some home offices were doing research work during the year on the 
subject. The duty of investing heavily in government bonds to support 
the war is of course only a temporary solution to the investment problem 
and executives explored the entire field with open minds. 

An important part of the Temporary National Economic Committee’s 
deliberations was devoted to exploring the possibilities of common stock 
investment for life companies. In addition to what might be called the 
purely selfish point of view, there has come a greater realization that 
because of the increasingly large volume of life company funds their 
effect on the national economy cannot very well be ignored. Not only 
is there the problem of finding places to put money safely and profitably 
but the obligation to the general economy must be borne in mind. 

Those like Professor Jacoby, who are concerned over post-war financ- 
ing of enterprises, foresee the danger that there may not be sufficient 
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equity capital in proportion to the amount of money available as loans 
or as bond issues. They feel that it is unhealthy for a corporation to 
saddle itself with a large debt because this means a burden of interest 
payments year in and year out, through good times and bad, with reor- 
ganization or bankruptcy the only alternative to meeting these obligations. 

However, some economists who have studied the question of common 
stock investments for life companies feel that a really exhaustive in- 
vestigation of the entire economic picture would reveal that the trouble 
is not so much with the restrictions on common stock investments for 
life companies but in the tax laws' which tend to discourage venture 
capital. The man of wealth who might invest in an enterprise is likely 
to feel that there is no sense in risking his money, for if he makes much 
of a profit on it the government will take it away from him“in taxes. 

As a practical matter there is a good deal of question as to just how 
much difference it would make in the national economy if life com- 
panies were to go into the equity capital field. The excess of income 
over outgo which the companies have to invest each year is about 
$2.5 billion while the country saves about $35 billion to $40 billion. 
It has never been suggested that life companies should invest more 
than about 25% of their money in common stocks and this would 
mean about $600 million a year. Thus, if there is a really serious 
shortage of equity capital as compared with available debt financing 
after the war, there is very little that life companies could do about 
it through investing in common stocks. 

One form of equity investment which seems to be free from the 
objections against common stocks is the construction, ownership and 
operation of large-scale housing projects. Though this form of invest- 
ment gained in favor during the year, wartime restrictions on building 
necessarily slowed its progress except in essential war industry areas. 

Advantages cited for housing as investments are that it supplies an 
essential basic need, yields are not likely to fluctuate violently, the 
owner can proceed on fairly accurate assumptions as to percentage of 
occupancy, and unlike an issue of common stocks, the life company 
owns the entire investment and does not have to take other owners into 
consideration. Furthermore, a large-scale housing development is not 
subject to the depreciation of a neighborhood, which is something that 
often ruins the value of a property that is itself well kept up. Large 
housing projects are big enough and have sufficiently extensive grounds 
that they need not be affected by what happens to adjoining properties. 

The wartime scarcity of doctors made it increasingly difficult during 
1943 to obtain medical examinations of new applicants for insurance. 
Consequently companies generally extended their non-medical rules as 
far as they felt that they prudently could. The practice of permitting 
agents to dispense with the medical examination has usually been limited 
by size of city and size of case. Many companies increased their limits 
in both these respects during the year. The situation not only eased 
the troubles of agents in arranging examinations and saving sales that 
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might otherwise have been lost through delays in getting the examina- 
tion but agency forces were given a remarkable opportunity to prove 
themselves capable and trustworthy in handling the larger cases without 
the assistance of a medical examination. Many hoped that the relaxing 
of medical requirements due to wartime necessity might result in a 
permanent liberalization. 

Underwriting departments watched their experience closely and were 
quick to note any signs of an agent taking advantage but in general 
there was satisfaction with the results. Naturally, even by the year’s 
end there was not enough experience available to say whether the 
practice would prove too costly in claims to warrant continuation 
during peacetime on anything like the basis followed during the war. 

In spite of thousands of life insurance agents having gone into the 
armed forces or war industries life insurance sales during 1943 showed 
an increase of 9.2% as compared with a 6.7 decrease in 1942, according 
to figures of the Association of Life Insurance Presidents. Ordinary 
insurance was 11.1% ahead of 1942 as compared with 1942’s 11.1% 
decrease from 1941. Industrial insurance was 7.8% below the 1942 
figure which in turn was 15.7% below 1941. 

Incidentally, this should not be taken as indicating that industrial 
insurance was in an unhealthy condition. Though in 1943 total of 
new business was $1,617,508,000, as against $2,080,215,000 three years 
previously, much of this difference was due to the fact that by means 
of better training in conservation a larger percentage of industrial 
business sold was remaining in force. Industrial companies had brought 
their lapse rates in 1943 down to the lowest in history. Another factor 
was that industrial agents were able, because of high wartime wages, 
to sell ordinary insurance to many prospects who would otherwise 
have bought industrial. 

Group insurance, with a 23.4% gain for 1943 on top of a 36.1% 
increase for 1942, had the biggest percentage increase of any of the 
three classes of life insurance. With a total sales volume for the year 
of $1,727,731,000 group insurance for the first time went ahead of 
industrial’s annual sales, the margin for 1943 being some $110 million 
in favor of group. 

Though group insurance has been moving steadily ahead for years, 
there is no doubt that its phenomenal progress in 1943 and the previous 
year was largely due to wartime prosperity, which provided employers 
with plenty of money with which to buy group insurance, and to war- 
time taxation measures, which made it possible for many employers 
to buy group insurance and charge it up as a business expense, thereby 
cutting corporate net profits by only a small fraction of the amount 
of group premium outlay. 

The same conditions led to heightened interest in so-called “group 
permanent” plans aimed at providing the low acquisition and service 
cost of group insurance, due to being handled through a single employer, 
and the permanence and cash values of ordinary insurance. Though 
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such a form of insurance had been discussed for years by actuaries and 
sales executives the Bankers Life Company of Des Moines, Iowa, was 
the first actually to embark on such a venture. During 1943 Conti- 
nental Assurance of Chicago brought out a group permanent plan and 
the year would have seen many other group-writing companies at 
least getting their feet wet if 1t had not been for the wartime shortage 
in manpower. 

Though it was a specially tailor-made plan and not offered for general 
sale, one of the most interesting cases of the year embodying the group- 
permanent idea was the one which the John Hancock Mutual Life 
wrote for the Schenley Distilling Company. It involved some $27 million 
of life insurance. Since so large a case could very well have its dividends 
based on its own experience, the insurance was issued on a specially 
created class of policies, life paid-up at age 90. Policies were to be 
issued without medical examination up to $10,000. Incidentally, this 
huge volume of insurance was in addition to a substantial retirement 
program which was placed with a trust company. The program also 
included a liberal scale of accident and health benefits written by the 
Connecticut General Life Insurance Company. 

In the strictly ordinary life insurance field of sales probably the 
biggest development was the sale of pension trust plans. These un- 
doubtedly accounted for a considerable share of the year’s increase 
over 1942. In spite of the huge volume sold, quite a few executives 
eyed this class of business with distrust and some companies would 
have no part of it. Fears were expressed that there would be a heavy 
lapse rate for this class of business once wartime prosperity was over 
and corporations were no longer willing or able to pay out large con- 
tributions toward such plans. Another cause for misgivings was the 
possibility that as taxes were reduced after the war the reduced tax 
incentive for employer contributions would not be sufficient to induce 
them to keep up their plans. 

Similar to pension trusts and also enjoying a high degree of popular- 
ity during the war were the so-called “5%” plans. Federal salary 
stabilization regulations provided that an employer could buy life insur- 
ance for employes and that premiums, up to 5% of salary, would not 
be considered a salary increase in violation of the stabilization law. 
Official regulations specified no minimum number of employes to be 
included under any such plan and contained no prohibition on buying 
the insurance for a few employes or even one person. 

It soon became evident, however, that stabilization officials had not 
intended the 5% rule to apply to such limited groups of employes. 
Nevertheless a great many ‘sales were made in reliance on the 5% 
rule. Finally, after much consideration and many, weeks of rumors 
the Internal Revenue Bureau announced that beginning September 6 
insurance could no longer be bought for a selected few without violating 
the salary ceiling. However, employers who had previously purchased 
life insurance policies in the belief that such action did not constitute 
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a salary increase if within the 5% limitation were not affected provided 
the transactions were consummated before 3:56 P. M. eastern war time, 
September 6, 1943, the effective date of the order, which became effec- 
tive when time-stamped by the Federal Register, in which it was 
subsequently published. 

However, another point in the ruling was held to apply retroactively 
to the effective date of the stabilization act. This was the prohibition 
against any type of life insurance being purchased which carried a 
higher premium than ordinary life. The bureau’s officials apparently 
felt that although permission to buy life insurance for a selected few 
employes could reasonably be inferred from the regulations and hence 
should be allowed until prohibited by a later ruling, the reference to 
“life insurance” in the law and regulations was never intended to mean 
anything with more of an investment or savings element than ordinary 
life and that the regulations should have been so understood. For that 
reason the limitation to the ordinary life basis was applied retroactively. 

The keen desire to find a basis for compensation of agents that 
would be more in line with present-day conditions than the old one of 

ing commissions solely on new and renewing business made itself 
felt strongly in a variety of ways during the year. Largely through the 
initiative of the Mutual Life Insurance Company of New York and 
the Home Life Insurance Company of New York the New York insur- 
ance law limiting acquisition costs was liberalized to permit greater 
flexibility and the payment of salaries beyond an agent’s first two years 
with a company. Both these companies had evolved compensation plans 
which they wished to put into effect. 
by the advisability of evolving a compensation system that 
would attract the best type of new agents after the war’s end made 
them available, the Life Managers Association of Greater New York 
appointed a committee headed by A. J. Johannsen, general agent of 
the Northwestern Mutual Life Insurance Company, to go into the 
situation thoroughly. After drawing up an elaborate and thoroughly 
documented report, the committee presented it at a meeting of the 
Managers and General Agents of the New York State Life Underwriters 
Association at Saratoga Springs, N. Y. While the committee regarded 
the liberalization permitted by the legislature as a step in the right 
direction it felt that even further changes were advisable in order to 
permit experimentation leading to a really satisfactory plan. During 
the year the committee met with the compensation committee of the 
Life Insurance Sales Research Bureau in an effort to evolve a better 
basis of compensation. 

As more and more attention was focused on the compensation problem, 
it became increasingly apparent that compensation was only part of the 
answer and that even an ideal compensation plan would be of little help 
unless accompanied by better selection, training and supervision of agents. 

At the same time it was so inescapably realized that there must be a 
better method of paying agents that a number of companies announced 
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plans aimed at ironing out the more violent fluctuations in the agent’s 
income which result from his having to depend largely on first year 
commissions for his income under the orthodox compensation plan. 
None went so far as to change to the salary or salary plus commission 
basis which is common in other types of selling, although late in the 
year Connecticut General announced that after the war it would induct 
all new men on a salary basis. 

Institutional public relations work, under the leadership of the 
Institute of Life Insurance, continued to make steady progress during 
the year. The number of company members increased in 1943 and 
though the membership did not reach the point of including the entire 
industry, the year saw a development which may be indicative of an 
industry-wide permanent cooperative set-up. This was the anti-inflation 
advertising campaign backed by not only the Institute companies but 
others as well. Advertisements appeared over the designation, “The 
Life Insurance Companies of America.” 

One of the valuable functions of the Institute of Life Insurance 
is the issuance of figures on the operations of insurance companies. 
According to President Holgar J. Johnson, American families increased 
their aggregate holdings of life insurance in 1943 by $8.7 billion, the 
largest gain in protection ever recorded for a single year, bringing 
the total of insurance in force in the United States to $139 billion on 
an estimated 68 million policyholders. 

Mr. Johnson pointed out that purchases of U. S. government securities 
by the life companies exceeded by a substantial margin the companies’ 
premium income and at the end of 1943 the investment of policyholder 
funds in government honds amounted to $12.6 billion, an average of 
$380 per family. One-third of all life company assets are now invested 
in U. S. government securities. 

The flow of benefit payments in 1943, according to the Institute’s 
figures, continued at about the same rate in 1942, payments of all kinds 
to policyholders and beneficiaries amounting to $2.4 billion. Death 
benefit payments were nearly $100 million greater than in 1942 but 
emergency calls for cash values decreased by more than $150 million 
to an all-time low rate. The aggregate of other payments to policy- 
holders and beneficiaries increased somewhat, with both annuities and 
matured endowments above 1942. Dividends to policyholders were 
about the same. 

Part of the increase in death benefit payments was due to deaths 
among members of the armed forces. As a means of handling these 
claims as expeditiously as possible the International Claims Association, 
on behalf of the companies, set up a system which proved very efficient. 

Not only were the life companies heavy buyers of government bonds 
during the year but agents continued their efforts in setting up salary 
deduction plans which accounted for an important part of sales to 
individuals and during the third war loan campaign the home office 
staffs as well as agents organized to act as bond salesmen. As the year 
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ended preparations were under way for an even wider and more intensive 
participation in the fourth war loan drive scheduled to open in January. 

National Service Life Insurance, the government’s coverage for men 
in the armed forces, increased at a tremendous rate during the year 
and by the end of 1943 was close to the $100 billion mark. This repre- 
sented an aggregate of nearly 14 million applications. These figures 
do not include any government. life insurance owned by veterans of 
the last war who are again in service. 

The Veterans Administration handled as many as 250,000 applications 
a week and claims approved up to the end of the year amounted to 
$232 million on 41,165 claims. 

Of the total National Service Life Insurance in force the majority 
or about $80 billion was applied for by army personnel, most of it 
during 1943. This was the result of the army’s expansion and a special 
drive that was put on to increase ownership of life insurance to 100% 
of personnel and to the maximum amount available, $10,000 each. 
A survey made about the end of the year showed that 98.4% of enlisted 
men and 99% of officers were insured in the National Service Life 
Insurance plan. Of the enlisted men, 90% owned the $10,000 maximum 
and the average per soldier, including the uninsured, was $9,500. Officers 
owned an average of $9,864 and 98% had the $10,000 maximum. 

To help men in the service with their life insurance problems, the 
National Association of Life Underwriters announced in April a nation- 
wide plan to cooperate with the army in supplying life insurance advisers 
through local life underwriters associations. This plan was first tried 
out in the New York City area and proved both practical and welcome. 
Agents, under the plan, volunteer to act as consultants. 

The personnel problem continued to increase in intensity during the 
year and by the end of 1943 was assuming rather serious proportions 
at the home offices particularly. By the year’s end the armed forces had 
taken a number of key men among the junior executives and there 
loomed the prospect of losing a good many more in the ensuing months. 
Many companies were faced with still further elimination of normal 
procedures. Some of these, it was found, did not have much practical 
value and had been continued more or less from force of habit and 
because no one had ever given an order for their discontinuance. How- 
ever, as the help shortage became more acute it was apparent that 
ways would have to be found to get along without any but the most 
vital facts and figures. 

The educational movement in life insurance continued to show 
gratifying progress. In spite of the inroads of the war, 169 candidates 
for the C. L. U. designation received their diplomas in June, bringing 
the total C. L. U. membership to 2,424. 

Savings bank life insurance which was inaugurated in New York 
and later in Connecticut much along the lines of the 30-year-old 
Massachusetts pattern, showed signs of wanting to spread its wings 
still further during 1943. At a conference attended by savings bank 
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life insurance officials of the three states, the New York contingent 
came out in favor of legislation to remove the present New York 
statutory limit of $3,000 per life on savings bank insurance. Some 
months later the move received the blessing of the state superintendent 
of banks of New York, E. V. Bell, who said he would not oppose the 
removal of the $3,000 limit. Such a change would bring the banks 
into a more serious competitive position as respects the companies. 








PRESIDENT BOWERS’ REPORT TO THE MEMBERS 


The Chairman of the Program Committee was rather insistent that 
I should prepare a presidential address for this issue of the Journal. 
Contrary to the facts, he argued that there is a well-established precedent 
in the Association for such a performance. Evidently he was just a 
little fearful that I might make an agglomerate of innocuous remarks, 
as a retiring president sometimes does, because he was constrained to 
offer several scholarly suggestions. Those of you who need palaver or re- 
search subjects for one occasion or another might like to hear about these. 

The first one rather intrigued me. It was a simple, non-controversial 
issue of some current interest, phrased in the form of a question— 
“Is Insurance Commerce?” I side-stepped this one because I could not 
find a black robe. The second suggestion, “The Effect of the War on 
Postal Life Insurance in Japan,” was interesting but I turned it down 
because of a stringency of data in the neutral archives. The third 
proposal also had a war tinge. It raised the provocative question of 
“How Much National Service Life Insurance Will Be in Force One 
(or Five) Years After the Close of the War?” I had to pass this one 
over also because I could not find the crystal ball. (Please see last 
year’s presidential report for vague hints.) 

As a fourth possibility, it was suggested that something might be 
written about “The Federal-State Controversy Over Social Insurance.” 
Here indeed is a very broad subject that constantly is becoming warmer ; 
it is to be hoped that some of the segments will be discussed in this 
Journal in due time. Just to make sure that we do not become too 
academic and overlook what is of interest to practicing underwriters, 
it might be useful to consider a related question—“The Future of Private 
Insurance in the United States.” As a matter of fact, I have received 
during the past year several spirited letters on this subject. One of these 
letters from an insurance company official, interestingly enough, sug- 
gested that college professors were in much the same position today as 
insurance companies; to quote: 


“The term ‘College Professor’ has suffered in recent years 
and the teaching profession has a public relations job of its 
own. . . Teachers today have a staggering responsibility and 
there are many people who feel that some teachers . . . have 
lost their perspective and have forgotten part of their his- 
tory. . . Teachers have always been among the most jealous 
of their freedom and if that history is forgotten too much, 
academic freedom can even precede private enterprise into the 
discard pile.” 

Each of us can appraise this view in his own way. None of us possesses 
the capacity and the insight to foresee what changes the war eventually 
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will bring but it will be well for all of us to realize that the world will 
be different ; the institution of insurance will be different; some of the 
subject matter of our teaching and research will have to be different. 

By this time Professor Dickinson’s worst fears probably have been 
realized, so in a more serious vein, I may as well get along with the 
concluding remarks, viz. : 

When I was nominated for the Presidency just a few days before 
Pearl Harbor, I had numerous ideas, some of them probably pretty bad, 
about ways and means of strengthening our Association and carrying 
out its purposes. The war quickly changed all that. Our annual meet- 
ings had to be cancelled; our classes were depleted; our membership 
scattered. It became increasingly difficult to get anything done. I waited 
in vain for replies to some of my letters. When I went into war work, 
I, too, stopped writing. (Several of my friends erroneously insisted 
that I never started.) If my negligence has inconvenienced any of you, 
I deeply regret it. The state of the world being what it is, many of 
us do not have time to correspond “as usual.” 

Since it is not possible for me to welcome the new officers in the 
presence of the members of the Association, I wish to take this oppor- 
tunity to congratulate our new President, Mr. Dickinson; our new 
Vice-President, Mr. Kulp; our new ‘members of the Executive Com- 
mittee, Mr. Hedges and Mr. McCord; and the re-elected members. 
Instead of congratulating Mr. Kline for being re-elected, I wish to 
thank him for being willing to continue with his effective work for 
another year. In his capacity as Secretary-Treasurer, he has been the 
principai stabilizing force in the Association during the war period. 

Finally, I wish to express my appreciation to the officers and com- 
mittee members who have generously cooperated in carrying on the work 
of the Association. To all its members and friends I send best wishes 
and the hope that the time is not far distant when the Association can 
function in a normal capacity. 














STATEMENT BY PRESIDENT-ELECT DICKINSON 


I appreciate the honor of being elected to the Presidency of the 
Association and shall try to carry on my duties as best I can during 
this wartime period without the inspiration of personal contacts during 
our annual meeting. The two major objectives which I should like for 
the Association to achieve during my term of office are the establishment 
of a Quarterly Journal and the establishment of an annual award made 
by the Association to the individual who writes the most outstanding 
piece of insurance literature. I have felt for some time that our Asso- 
ciation must establish a Quarterly Journal in order to keep moving 
forward. Most other scientific organizations have been able to establish 
a Quarterly Journal a few years after organization. There is, it seems 
to me, a very definite need for a Journal in which scientific articles on 
all phases of insurance could be published. Likewise, I have come to 
envy colleagues in many other fields of academic life who receive this 
medal or that medal and with it $500 or $1,000 for some outstanding 
contribution to their particular field of knowledge. This is most notice- 
able in the fields of the physical and natural sciences, and their applied 
subjects. I can see no reasons whatsoever why we cannot have a similar 
award or awards to recognize contributions to the field of insurance. 
It seems to me quite clear that if we have a field worthy of the name 
then there must be contributions made to that field of knowledge. 

I have corresponded with the members of the Executive Committee 
concerning these two objectives and received from them tentative 
approval with certain reservations. The most common reservation is 
that we should not undertake the Journal until we can see an adequate 
income available to finance a Quarterly Journal and in securing an 
award we should insist that the donor should “tie no strings” whatso- 
ever to the award; in fact, some members of the Executive Committee 
seem to feel that the donor should be an individual rather than an 
association or insurance company. I have suggested that the annual 
award should be $500 to $1,000. May I ask all of the members who 
read this message to suggest any person or persons whom they think 
might be the donor of such an award. It is also felt that we should 
not accept company advertising (assuming we could get it) to finance 
the Quarterly Journal. As I see it, we should have an income of $4,000 
per year for a period of about five years to start the Quarterly Journal. 
We might possibly get this by asking the companies for prepaid five- 
year subscriptions. The Executive Committee is considering the matter 


of financing it by other means. Suggestions from members will be 


most welcome. 
This may seem like a large order but I believe so firmly in these two 


objectives that | will do everything within my power to attain them. 

Since we probably cannot have an annual meeting next December, I 

hope that the members will feel free to write me and the other officers 

frequently suggesting activities and programs for the Association. 
(74) 














REPORT ON THE FIRST YEAR OF OPERATIONS 
OF THE 
AMERICAN INSTITSTE FOR PROPERTY AND 
LIABILITY UNDERWRITERS, INC. 


By S. S. Huzsyer 
Chairman, Committee on Professional Standards in Property and 
Casualty Insurance of the American Association 
of Unwersity Teachers of Insurance 


Last year’s report dealt essentially with the organization of the 
American Institute for Property and Liability Underwriters, Inc., and 
confined itself to a discussion of the incorporation and financing of the 
Institute, its official and committee setup, an outline of its By-Laws, 
and the beginning of its formal operations. Much interest was shown 
in that report. Not only were reprints of the report widely distributed 
by the Institute to persons who inquired about the details of the organi- 
zation, but several of the sponsoring organizations reprinted the report 
in whole or in part and distributed the same to their constituent com- 
panies. The interest shown last year clearly justifies bringing the report 
up to date, especially since the Institute has now had an opportunity to 
complete its first year of actual operations. ; 

Despite the serious handicap of war conditions, the Institute has 
made much additional progress since the last report. There are many 
events and items in this important educational development which I 
believe should be made a matter of permanent record—hence this 
report. The various events and items of information which I have in 
mind may be grouped under the following headings: 

RESULTS OF THE First C. P. C. U. ExaMInaTIons 


An analysis of the results of the first C. P. C. U. examinations is most 
interesting. One hundred and one applications were filed and of these 
95 were approved. From the latter group 90 persons appeared for 209 
examinations. Most of them followed the advice of the Institute and 
did not attempt more than two of the five examination parts. However, 
fifteen persons did take the entire series and six of them were successful 
in passing all five parts. The detailed statistical analysis for the five 
examinations is as follows: 

No. Taking Number Number Percentage Percentage 
Each Exam. Passing Failing Passing _—‘ Failing 


Pant EZ cic csctacbiasiss 83 51 32 61.4 38.6 
Part. TT... ccccseccccess 68 49 19 72.1 27.9 
Part TEE 2. icc ccccss 20 13 7 65.0 35.0 
Part TV ncccsccccevens 18 1l 7 61.1 38.9 
Patt VY ci ccececcccccses 17 9 8 53.0 47.0 
All Parts Combined ..... oe es ee 64.6 35.4 
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Agr, EXPERIENCE AND BACKGROUND OF THE EXAMINEES IN 1943 


The best indication of the type of candidate who desires the C. P. C. U. 
designation may be obtained from an analysis of the age, experience and 
background of the 90 examinees. This is as follows: 


Age Insurance Experience 

Thirty and under ............-- 10 Under five years .........+++:- 10 

Thirty-one to thirty-five ......... 28 Five to tem years .........+++++- 15 

Thirty-six to forty ...........-. 26 Over tem years ..........+-.++-- 65 
Forty-one to fifty .............. 24 
NE I 5 cin dic Sia dcciee cence. 2 

Insurance Positions Held 

Educational Backgrownd REINS oct e ninddcnescdnssvee 40 

High school graduate .......... 27 BREE. Ukdwchn¥esecbennduteses 22 

College or professional school PG. inc veectsackccnceceoess 16 

attendance ...........-+0005- 20 Rating and Inspection .......... 5 

College graduate ............... 43 Miscellaneous .........-.-+e00++ 7 


The above figures are largely explained by the following influences: 
the extent to which younger insurance personnel is engaged in war 
work, the educational prerequisite, the insurance experience requirement, 
and the emphasis on the professional character of the examinations. 


Locations WHERE EXAMINATIONS WERE CONDUCTED 


Although the majority of the candidates were east of the Mississippi, 
it is significant that the Institute became national in scope during its 
first year of operation. This is shown by the following list of locations 
where examinations were conducted : 

University of California, San Francisco, California 
University of Denver, Denver, Colorado 

George Washington University, Washington, D. C. 
Northwestern University, Chicago, Illinois 

Indiana University, Ext. Div., Fort Wayne, Indiang 
Butler University, Indianapolis, Indiana 

University of Dubuque, Dubuque, Iowa 

University of Detroit, Detroit, Michigan 

St. Louis University, St. Louis, Missouri 
University of Omaha, Omaha, Nebraska 

University of Newark, Newark, New Jersey 
University of Buffalo, Buffalo, New York 

New York University, New York City 

Syracuse University, Syracuse, New York 

Western Reserve University, Cleveland, Ohio 
University of Tulsa, Tulsa, Oklahoma 

University of Pennsylvania, Philadelphia, Pennsylvania 
Southwestern College, Memphis, Tennessee 

Southern Methodist University, Dallas, Texas 

State College of Washington, Pullman, Washington 
Beloit College, Beloit, Wisconsin 
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NATURE OF THE EXAMINATIONS 


Institute publicity repeatedly stressed the fact that the examinations 
would be of a professional character and potential candidates were 
advised in general terms as to what to expect. A scrutiny of the ques- 
tions and the composite answers reveals that those who can answer them 
correctly must possess a thorough-going understanding of insurance 
fundamentals and also a considerable knowledge about related subjects. 
Moreover, the questions were asked in a manner that required a dem- 
onstration of logical thinking and the ability to apply principles to 
problems. It may be added that a high grading standard was enforced 
by experienced graders in each of the subjects. With the standards 
thus set, the professionalization of the property and casualty insurance 
business is under way. 

Sets of the examination questions and composite answers have been 
reprinted and are available to study group leaders and the teachers or 
educational institutions giving or planning to give courses designed 
to prepare candidates for future C. P. C. U. examinations. 


C.P.C.U. Dretoma AWaRpDs 


All of the six candidates who successfully completed the five examina- 
tions also fulfilled the experience requirements of the Institute. Accord- 
ingly, the Institute’s Board of Trustees at its annual meeting on July 
21, 1943, awarded the Chartered Property Casualty Underwriter desig- 
nation to these men. 

On account of transportation difficulties it was deemed impractical 
to have a national conferment. However, it was decided that two regional 
meetings for the presentation of the diplomas should be held in New 
York City and Chicago, respectively. These locations were selected 
because three of the C. P. C. U.’s were from the east and three from the 
mid-west. The Institute Trustees situated in these two cities then 
arranged for meetings at which the formal presentations were made by 
Institute officials on November 16th and 17th, the Dean officiating at 
New York, and the Chairman of the Board at Chicago. 


Tue C.P.C.U. “CHaree” 


As a part of the presentation exercises, a specific “charge” of business 
conduct and professional ethics was administered to those receiving the 
designation. This “charge” is as follows: 

“In all of my business dealings and activities I agree to abide by 
the following rules of professional conduct: 

“T shall strive at all times to ascertain and understand the needs of 
those whom I serve and act as if their interests were my own; and 

“JT shall do all in my power to maintain and uphold a standard of 
honor and integrity that will reflect credit on the business in which 


I am engaged.” 
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THE 1943-1944 ANNOUNCEMENT 


A revised announcement was published in October, 1943, but it con- 
tains no major changes from the 1942-1943 pamphlet. The registration 
date has been advanced, provision has been made for a greater number 
of regular examination centers, and as a result of the first year’s experi- 
ence, a few changes have been made in the reading list. 

As mentioned in last year’s report, the available reading material 
leaves much to be desired. The numerous important changes that have 
occurred recently, particularly in the insurance business, make impera- 
tive some revised editions and new texts. However, teachers and authors 
are too busy with work related to the war to make these revisions at 
this time and the publishers’ output of new volumes is restricted. 


New Trustee ELEcTED 


At the annual meeting of the Board of Trustees which was held in 
New York City on July 21, Mr. C. R. McCotter, President of the Grain 
Dealers National Mutual Fire Insurance Company, was elected to replace 
Mr. J. J. Fitzgerald, who died July 1, 1942. All the existing officers 
and trustees whose terms expired were re-elected. It is significant to 
note that nineteen of the twenty-four trustees attended the annual meeting. 


Tue Society or CHARTERED PROPERTY AND CasuALTY UNDERWRITERS 


Early in January of 1944 those who received the C. P. C. U. designa- 
tien in 1943 completed the organization of a Society of Chartered 
Property and Casualty Underwriters, with its principal office in Room 
404, 133 South Thirty-sixth Street, Philadelphia 4, Pennsylvania. The 
new Society is national in scope and plans have been made to create 
local chapters just as soon as the size of the membership warrants. Only 
those who hold the C. P. C. U. designation are eligible for membership. 

The objectives of the Society indicate that it should be a potent 
factor in helping to raise the educational and professional standards 
of the property and casualty insurance business. Specifically, these 
objectives are: 


“1. To advance in every legitimate way the higher educa- 
tion of those engaged in the professicn of property or casualty 
insurance, and students who contemplate entering the prefes- 
sional career of property or casualty insurance. 

“2. To promote and maintain at all times the high moral 
and professional standards that properly attach to the Char- 
tered Property Casualty Underwriter designation. 

“3. To cooperate with the American Institute for Property 
and Liability Underwriters, Inc., in extending its influence 
and educational program among the universities and colleges 
of the United States of America. 
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“4. To bring into business and friendly relations those 
engaged in the profession of property and casualty insurance 
who have acquired the C. P. C. U. designation.” 


Officers and directors have been elected, and ways and means of carry- 
ing out the purposes of the Society are now being studied and formulated. 


PROMOTIONAL ACTIVITIES 


During the year the Institute continued to receive a great deal of 
publicity through the insurance journals, company publications and 
agency bulletins. Information of importance and interest was furnished 
them through releases from the Dean’s Office. Separate releases were 
sent concerning the examination dates, the examination questions, the 
annual Board meeting, the awards of the C.P.C.U. designation, the 
examination results, the composite answers to examination questions, 
the revised announcement, the diploma presentation exercises in New 
York City-and Chicago, and the formation of the Society of Chartered 
Property and Casualty Underwriters. They also received copies of 
various addresses and articles prepared by the Dean. 

The Institute has received more publicity through the examination 
questions and composite answers than from any other single item. 
In part or in whole they have been published by the insurance journals, 
the stock and mutual national insurance agents’ association publications, 
and insurance company house organs. In most cases they have appeared 
on a serial basis and some have not yet completed the installments. 

Copies of the 1943-1944 Announcement, to the number of 2321, were 
sent to persons on the Institute’s mailing list, and an additional 1849 
were sent in quantity lots to companies and educational organizations 
that undertook their own distribution. 

The previous report indicated that the Dean had visited numerous 
cities east of the Mississippi and north of the Ohio River for the purpose 
of conferring with representatives from insurance companies, under- 
writers’ organizations and universities. Although transportation diff- 
culties and curtailed activitjes of underwriters’ associations have modified 
his travel plans, nevertheless he has now taken field trips and addressed 
insurance gatherings that have included all sections of the United States 
except the southeast portion. It is expected this will be done in the 
near future. He reports that in every part of the country there has 
been a response to the Institute’s educational program that is gratifying 
and promising. Apparently the fire and casualty business has been 
searching unconsciously for something like the American Institute to 
establish professional standards within the industry. In any event, there 
has been a response to the Institute’s efforts that more than fulfills 
expectations. Everywhere there is abundant evidence of a keen desire 
to raise the standards of the persons engaged in insurance work. 
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COOPERATION WITH AMERICAN COLLEGE OF Lire UNDERWRITERS 


Through cooperation with the officials of the American College of 
Life Underwriters, it has been possible for the two organizations to fix 
identical examination dates and use the same examination centers. Such 
an arrangement is of inestimable value to the Institute, especially 
during its early years when the number of candidates in any one 
locality is not large. 

It should also be mentioned that the Dean of the Institute has con- 
stantly sought and received the advice of American College officials 
concerning numerous problems, particularly those met in the early days 
of their organization. Since both institutions have common objectives 
in their respective fields, the importance of this cooperation cannot be 
over-estimated. 

s 


OUTLOOK FOR THE 1944 EXAMINATIONS 


Although colleges and universities throughout the country have given 
every assurance that they will cooperate in providing the courses needed 
by potential C. P. C. U.’s, only those located in large urban areas have 
been able to take any action this year. ‘This may be attributed to several 
factors. This year the normally small supply of insurance teachers has 
been further depleted by leave’ of absence from their institutions or the 
assignment of teaching duties in specialized war service training programs. 

In a number of localities the absence of the younger potential 
C. P. C. U.’s who are in war service and the pressure of extra duties 
on the remaining personnel have kept the number of interested persons 
too small for a college or university to conduct a class. In some of 
these places private study groups have been started. 

Others have found it necessary to prepare through self-study in the 
same manner as those who are located in the non-university areas. 
As an aid to these persons, the Institute provides topical outlines that 
serve as a guide to the key subject matter of each of the examinations. 
These are available upon request. 

Despite the various handicaps occasioned by the war, more study 
groups are in operation this year than last. The list at the time of 
this writing is at least the following: 


Chicago Indianapolis 
*Dallas *Los Angeles 
*Denver Philadelphia 

Detroit *St. Louis 
*Grand Rapids *Tulsa 
*Harrisburg — Washington 
*Hartford Youngstown 


In some of the aforementioned locations there is more than one study 
group devoted to different examination parts. It is also expected that 


* Cities where study groups are in operation this year but not last. 
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some other groups that have been planned will materialize in time to 
operate on a review basis for persons with considerable experience. 
Even though the recent reclassification of personnel by the draft boards 
has changed the plans of many who wish to take the examinations, 
nevertheless the indications are that a substantially larger number of 
examinations will be taken in 1944 than in 1943. If such progress 
can be made in the present adverse period, then the growth in normal 
times should be most satisfactory. 


Dean LOMAN’s ADMINISTRATION 


In closing this report, it is fitting to refer at least briefly to the 
diligent and intelligent efforts of Dean Loman to promote the Institute’s 
welfare in all sections of the country. For the time being, the first 
year’s operations of the Institute centered essentially around one person, 
namely, the Dean. His efforts have been comprehensive and thorough, 
as well as far-sighted with respect to the Institute’s future. They have 
measured up to all that could be expected or desired in these difficult 
times. A survey of Dean Loman’s activities during the past year clearly 
shows that they have been geared to the upbuilding of the Institute’s 
influence, as rapidly as possible, in all sections of the nation. 

There has been a gratifying response to the educational program of 
the Institute and the results of the Institute’s efforts during the first 
year of operations under adverse war conditions. The Committee may 
again report, as it did last year, that “everywhere insurance company 
officials, insurance journals, insurance agents’ associations, insurance 
clubs, field men, and educational institutions throughout the country 
have shown a lively interest in the Institute and its educational program, 
and have shown every desire to cooperate fully with the Institute in 
bringing about the fulfilment of its objectives.” Through Dean Loman’s 
efforts of the past year the basis has been laid for a solid foundation 
of the Institute for future operations on a larger scale. Undoubtedly 
this will follow when more normal times are resumed. 


ca 








TREASURER’S REPORT FOR 1943 


INCOME 
Cash on Hand, January 1, 1943 ............... 00.0 000e, $887.39 
Membership Dues for 1943 ...................45. $250.00 
GR Ge II 6 6-5 nies o's <0 eae Seiwa 121.45 
Advertising in 1942 Proceeding: 
Ey sy pie ery ep 35.00 


Sales of Proceedings Reprints: 
American Institute Property and Casualty 


NO bi vee a cucdukuekeeees pice 83.00 

i POA: oc 4c Cheba Seb eains sian ie Weebs 489.45 
Total Received from All Sources ..................060.45: $1,376.84 

DISBURSEMENTS 

Printing (Dunlap Printing Company) ............ $460.88 
Miscellaneous Office Expenses for Secretary-Treasurer 63.60 

Sn III 558 65 do Wc iis renee gee ese 524.48 
Cash on Hand, December 31, 1943 .................2.4.-. $852.36 
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REPORT OF SECRETARY 


In the Fall of 1943, President Bowers requested the officers and 
Executive Committee members to give their views regarding (a) the 
cancellation of the annual meetings scheduled for December, 1943, and 
(b) the advisability of publishing a Proceedings volume as was done 
in lieu of the 1942 meetings. The Executive Committee voted unani- 
mously to dispense with the 1943 meetings of the Association and to 
follow last year’s policy of publishing a Journal. 

On November 19, 1943, Professor Ralph H. Blanchard, Chairman of 
the Nominating Committee, reported to the Secretary the following 
nominations for officers and members of the Executive Committee: 

President: Frank G. Dickinson 

Vice-President: C. Arthur Kulp 

-Treasurer: Chester A. Kline 
Member of the Executive Committee to serve two years: lL. P. McCord 
Member of the Executive Committee to serve three years: Edward 


Hedges 
The Secretary submitted the foregoing nominations to the members 
for their approval or disapproval. Eighty-eight members replied, all 
indicating their approval. 


REPORT OF MEMBERSHIP COMMITTEE 


During 1943 two new members were added to the membership rolls. 
These were: 


Mr. Jay Lichtenstein, Vice President, Hartford Accident and In- 
demnity Co., Hartford Bldg., San Francisco, Calif. 


Mr. Ross M. Trump, Associate Professor of Marketing, Tulane Uni- 
versity of Louisiana, New Orleans, La. 











COMMITTEE PERSONNEL 
1944 


War Activities Committee 
Professor 8. 8S. Huebner, University of Pennsylvania, Chairman 
Dean J. Anderson Fitzgerald, University of Texas 
Professor Ralph H. Blanchard, Columbia University 
Professor Robert Riegel, University of Buffalo 
Professor David McCahan, University of Pennsylvania 
Professor George W. Goble, University of Illinois 
Professor Edwin W. Patterson, Columbia University 
Mr. Irwin Bendiner, New York Life Insurance Company 


Annual Meeting Program Committee 
Professor C. A. Kulp, University of Pennsylvania, Chairman 
Professor C. K. Knight, University of Pennsylvania 
Professor A. H. Mowbray, University of California 
Professor Howard Berolzheimer, Northwestern University 
Professor I. J. Sollenberger, University of Oklahoma 
Mr. Wade Fetzer, Jr., W. A. Alexander & Co. 


Publications and Awards Committee 
Professor Frank G. Dickinson, University of Illinois, Chairman 
Professor Ralph H. Blanchard, Columbia University 
Professor 8. S. Huebner, University of Pennsylvania 


Committee on Collegiate Preparation for Insurance Careers 
Professor Harry J. Loman, University of Pennsylvania, Chairman 
Professor Ralph H. Blanchard, Columbia University 
Professor David McCahan, University of Pennsylvania 


Committee on Professional Standards in Life, Property and Casualty Insurance 
Professor 8S. 8. Huebner, University of Pennsylvania, Chairman 
Professor David McCahan, University of Pennsylvania 
Dean J. Anderson Fitzgerald, University of Texas 


Membership Committee 
Dean Laurence J. Ackerman, University of Connecticut, Chairman 
Professor Chester A. Kline, University of Pennsylvania 
Professor J. Wayne Ley, Ohio State University 
Professor T. C. Bolton, Syracuse University 
Mr. John M. Breen, Chairman, Educational Committee, Lumbermens Mutual 
Casualty Company, Chicago, Il. 
Nominating Committee 
Professor Edison L. Bowers, Ohio State University, Chairman 
Professor J. Edward Hedges, University of Indiana 
Professor George W. Goble, University of Illinois. 
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CONSTITUTION ADOPTED BY 
THE AMERICAN ASSOCIATION OF UNIVERSITY 
TEACHERS OF INSURANCE 


December 28, 1932 
And amended December 27, 1934, April 24, 1936 and January 1, 1940 


I. NaME 


The name of this Association shall be The American Association of 
University Teachers of Insurance. 


II. Purposes 


The purposes of the Association shall be as follows: 


A. Promotion of insurance education. 

B. Encouragement of research in the insurance field. 

C. To provide an open forum for scientific discussion of all kinds 
of insurance. 

1. The Association will take no position as an organization 
on any insurance problem nor will it be in any way 
responsible for the expression of opinion of any one of 
its members. 

D. Publication of such material as may from time to time seem ap- 
propriate in forwarding the general purposes of the Association. 

E. Cooperation with other American organizations interested in 
whole, or in part, in insurance education. 

F. Cooperation with similar organizations in foreign countries. 


Ill. MEMBERSHIP 





Membership in this Association shall be of three kinds: 


A. Actwe—Any person who, at the time he originally applies for 
membership or at the time he requests reinstatement of a 
membership previously lapsed, holds a teaching appointment 
in an accredited college or university in the United States or 
Canada, and who is offering for degree credit one or more 
graduate or undergraduate courses devoted entirely to insurance 
(including insurance law and actuarial science), shall be eligible 
for active membership in the Association. 

B. Associate—Any person who is, or has been, engaged in any form 
of educational work in insurance, but who is not eligible for 
active membership, shall be eligible for associate membership 
in the Association. An associate member who, subsequent to 
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joining the Association, meets the eligibility requirements for 
active membership may be transferred to active status upon 
request, with approval of the Executive Committee. Associate 
members shall not have the right to vote or to hold office, except 
as hereinafter provided. 


C. Honorary—Any person who is not a citizen or resident of the 


United States or Canada, and whose activities have contributed 
substantially to the advancement of insurance education, may, 
upon recommendation of the Executive Committee, be elected 
at any annual meeting, to honorary membership in this Asso- 
ciation. Honorary members shall not have the right to vote or 
to hold office. 


D. Questions of membership eligibility in individual cases shall be 


decided by the Executive Committee. 


E. Guests may be invited to participate in the deliberations, or to 


be present at the meetings of the Association, at the pleasure 
of the Executive Committee. 


IV. OFFicers 
A. Officers of the Association shall be a President, Vice-President 


and Secretary-Treasurer, each to perform the customary duties 
of such officers, and to serve for a term of one year or until 
his successor is elected. 


B. There shall be an Executive Committee consisting of the officers, 


the immediate past-president, and three additional members, 
one of whom may be an associate member. 


C. 1. A Committee on Nominations, consisting of three active mem- 


bers, shall be appointed three months before the annual meeting 
by the President, with the approval of the Executive Commit- 
tee, which shall make nominations for the offices of President, 
Vice-President, Secretary-Treasurer and member of the Execu- 
tive Committee. A Committee of Tellers, consisting likewise 
of three active members, shall be appointed by the President 
at the annual meeting; the duty of this committee shall be to 
tabulate all votes and report the results of the election. 


2. Nominations shall be prepared and mailed to the active mem- 
bership of the Association not less than forty-five days in 
advance of the Annual Meeting with a return envelope 
addressed to the Secretary; additional nominations may be 
made by any group of three or more active members who shall 
prepare, sign and forward their nomination or nominations 
to the Nominating Committee not less than thirty days prior 
to the Annual Meeting. The Nominating Committee shall 
then send ballots containing the original and additional nomi- 
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nations without delay to all active members. All ballots, to 
be judged legal, must be received by the Secretary at least 
seven days prior to the Annual Meeting, and both the voter 
and the nominee must have paid their dues for the current 
year. The Executive Committee shall prescribe the method 
of signing and counting the ballots so as to keep the ballot- 
ing secret. 

3. If there is only one nominee for each office, no ballots shall 
be mailed to the members, and at the Annual Meeting each 
member so nominated by the Nominating Committee shall be 
declared elected. 

4. The President or Vice-President may serve for not more than 
two consecutive years in the same office. 


D. The three additional members of the Executive Committee shall 
be elected in the manner prescribed in Section C, and shall 
serve three years. 

1. At the first election of members of the Executive Com- 
mittee one shall be chosen for a one-year term, one for 
a two-year term, and one for a three-year term. 


V. Mgerines 

Meetings shall be held annually on the same dates as are adopted by 
the American Economic Association and/or the American Statistical 
Association for their annual meetings. These meetings shall be held in 
the same place as those of the American Economic Association and/or 
the American Statistical Association unless considered impracticable 
by the Executive Committee, which may adopt a more convenient place 
of meeting. 


VI. Quorum 
A. Ten active members of the Association shall constitute a quorum 
for the transaction of any kind of business at the annual meeting. 
B. Twenty active members shall constitute a quorum for the trans- 
action of any kind of business at other than annual meetings. 


VII. Duss 

The annual dues shall be determined by the Executive Committee 
’ and shall be billed for the calendar year. They shall not be more 
than $5.00. 


VIII. Expenses 
A. The Association shall pay the necessary expenses of conducting the 
office of the Secretary-Treasurer, shall furnish such stationery 
as is necessary for other officers, and may incur such other 
expenses as are authorized by the Executive Committee. 
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B. The fiscal year of the Association shall be the calendar year. 


C. In no event shall the Association incur annual expenses in excess 
of the aggregate annual dues of the members, except by authori- 
zation of the membership at an annual meeting or at a special 
meeting. 


1X. AMENDMENTS 


The Constitution and/or By-Laws may be amended by submitting the 
amendment, signed by at least two-thirds of the members of the Execu- 
tive Committee, to the members of the Association by mail, who shall 
either ratify or reject the amendment by communication in writing, to 
the Secretary; such amendment to be regarded as ratified in the event 
that two-thirds of the votes received within three weeks of the date on 
which the copy of the amendment is forwarded to the membership shall 
be in favor of such amendment. 








PROCEEDINGS 


The Secretary has copies of the Proceedings 
of previous Annual Meetings available 


at prices ranging up to $1.00 each. 
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